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ARBER REGULATORS 
have NOT been Cheapened 


HECK up on the materials and workmanship used in the gas 
regulators you buy or recommend. Are the regulators you 

use equal in all respects—including working parts and dia- 
phragms—+to pre-war equipment? Are they built to resist cor- 


rosion under all operating conditions, and to react accurately 

to minute pressure drop? 
hu Barber Regulators have not been cheapened under wartime 
tified by A.G. A. conditions. Our regulator production is strictly limited, by 
voy 2 rig eng high-class materials and expert labor available, to the number 
folders supplied Of units we can turn out in accordance with normal standards 
for your trade. Of Barber Regulator quality. No corners are cut in workman- 
ite for Catalog and ship—no “substitute” materials are employed—we have no 
ned dae — “utility” model. This may, and does, cut down our volume, but 
ors, and pera it does not lessen our reputation. Remember this when choos- 


s. ing the pressure regulator to which you give your endorsement. 
E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


' BARBER eaccsune REGULATORS 


ber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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PIPE CUTTING 





® That unusual thin-blade 

wheel knifes right through 
Thin Blade © Cutter / ] vive: auickly, easily and 

practically without burr— 

because it’s made of tool- 

steel, coined from heavy 

sheet, heat-treated and as- 

sembled in its solid hub. In 

the warp-proof malleable 

heavy-duty cutter frame it 

always cuts true, saves you 

timeand effort. 

Made in 5 sizes 

for pipe to 6”. 

Order from 

your Supply 

House—we’re 

doing our best 


to supply 
everybody. 





RID No. 42 and 44 4-wheel Cutter with short handle 
for cutting in tight places, cuts quickly with quarter turn. 


* WORK-SAVER PIPE TOOLS * 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S. A. 
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An reading the opening article on popula- 
tion trends in this issue, we entertain a 
thought which is, no doubt, antisocial and, per- 
haps, the height of economic heresy—from the 
viewpoint of many of our good friends. We 
were thinking about that year, toward the end 
of the 1970’s, when our national population, 
according to advance estimates, will begin to 
show its first definite total loss. For the first 
time since the United States began its national 
existence, we will have less people in it than 
during the preceding year, and those people 
will be comparatively older people. 


HERETOFORE, the need for more and more 
regulation and interference by government in 
the affairs of people has been ably justified on 
grounds of “increasing complexity of civiliza- 
tion.” This meant, in large part, simply an in- 
creased number of people trying to live in the 
same space. A century ago, for example, we 
did not need a host of regulations which are 
quite necessary in a modern big city. A cen- 
tury ago, it did not matter whether a sidewalk 
gate swung in or swung out, whereas today 
the difference can cost you $5 in police court. 
Dog tags, fire escapes, plumbing codes, and 





P. E. GOLSAN, JR. 


The population of America ts changing in num- 
ber, in character, and in location. 


(See Pace 151) 
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BENJAMIN MILLER 


Recent regulatory decisions have created a gas 
industry puzale. 


(See Pace 169) 


literally thousands upon thousands of other 
health and safety regulations are necessary to- 
day simply because we have more people try- 
ing to live in the same space which a century 
ago was occupied by quiet, peaceful towns and 
hamlets, composed of detached homes with 
picket fences and dirt streéts. 


THE unorthodox thought which occurred to 
us was this: In the diminishing phase of our 
population life, will there be any reverse ac- 
tion towards doing away with some of. the 
regulations which become unnecessary? In 
plainer words, will a nation with less people 
be able to get along with less laws and regula- 
tions? We doubt if it will work out that way. 
The birth rate of the French nation first 
turned down around the late 1880's. The French 
national population has been dropping steadily 
since early in the twentieth century. Yet the 
number of laws and regulations in France has 
multiplied at an accelerated pace during the 
very period of diminishing population. 


Peruaprs it isn’t solely a question of in- 
creased population which requires more laws 
and regulations. Increasing the tempo of civi- 
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Riley Steam Generating Unit Furnishes Steam 
for Pennsylvania Edison's New 31,250-kw. Unit 


LEO Pe 


— 


: Actual Efficiency—89.777% 
Guaranteed Efficiency—88.51% 


A comparison of actual performance with guar- 


anteed performance when operating at 
Ibs. per hr., 940 Ibs. pressure, 900°F. 


277,841 


Guaranteed Actual 


Total Steam Temp. 900°F. 
Temp. Water to Economizer 417°F. 
Temp. Water to Boiler 441°F. 
Temp. Gases Leaving Boiler 800°F. 
Temp. Gases Leaving Air Heater 304°F. 
Temp. Air Leaving Air Heater 580°F, 


900°F. 
453°F. 
487°F. 
800°F. 
308°F. 
622°F. 


Overall Efficiency 88.51% 89.77% 


Unit fired by 3 No. 5 Riley Pulverizers 





ILE COMPLETE STEAM GENERATING UNITS 


AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 


OKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS - FLUE GAS SCRUBBERS 
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8 PAGES WITH THE EDITORS (Continued) 


lization itself, by such revolutionary improve- 
ments and discoveries as radio, moving pic- 
tures, automobiles, airplanes, and so forth, in- 
evitably drags behind in its wake a host of new 
problems which apparently we think can only 
be solved by inventing new laws. 


THERE is also the likelihood that the num- 
ber of regulations may be the result of the psy- 
chology of modern populations which tend to 
look to law for the ultimate solution of every 
problem, regardless of its nature. Also, there 
is a tendency on the part of some protagonists 
(for more and more law and more and more 
regulation) to assume that such a trend is in- 
evitable, whereas in fact it may merely be a 
phase or part of a cycle. 


Nor long ago, we read a learned article by 
a serious young student in an academic publi- 
cation which solemnly predicted that price 
regulation, now extended to utilities and tem- 
porarily extended to other commodities during 
the war, would inevitably and permanently be 
extended to all forms of commercial enter- 
prise. The reason is, the author said, “the van- 
ishing power of competition no longer guar- 
antees the public against exploitation.” This 
was announced with all the gravity of a dis- 
covery of some profound economic truism. 


Yet, in the thirtieth anniversary issue of 
Pusiic Utinities FortNicHTLy, which came 
out last month, we find the interesting state- 
ment that “in Lord Hale’s time (1609-1676) 
all activities comprehended under what we call 
business was public and all of it subject to 
price control.” Evidently competition in old 
England must have gotten a second wind, be- 
cause such regulation vanished instead of the 
competition in subsequent years. It would seem 
to indicate that what some of our learned 


FREDERICK H. MCDONALD 


“Make no little plans. They have no magic to 
stir men’s blood ... !” 
(See Pace 174) 
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young writers regard as inevitable might sim- 
ply be a swing of the pendulum. The regula- 
tion of three centuries ago is no longer with 
us today, The regulation of today may be but 
a memory a century hence. 


P. E. Gorsan, JR., who is the author of this 
article on population trends, is district man- 
ager of the New York State Electric & Gas 
Corporation in charge of operations at Me- 
chanicville, New York. Born in San Diego, 
California, Mr. Gotsan went to prep school 
in Kansas City, Missouri, and graduated from 
the Massachusetts Institute of Technology in 
1934. The following year he joined his present 
organization as a cadet engineer, 


* 


Bensauce MILLER, whose article on the gas 
pressure regulator begins on page 169, is 
a consulting engineer of New York city who 
has recently been identified with the Institute 
of Gas Technology in Chicago. From 1927 to 
1943, when he joined the institute, he was em- 
ployed by the Doherty organization (Henry L. 
Doherty & Co. and Cities Service), becoming 
adviser on regulatory matters. 


* 


tT has been some time since we have had an 

article from the pen of FrReperick Mc- 
Donatp, whose contribution in this issue be- 
gins on page 174. Born in Charleston, South 
Carolina, in 1892, and educated at Clemson 
College (ME, 14) and Pittsburgh University, 
Mr. McDona _p, after serving as a First Lieu- 
tenant in the engineers corps in World War | 
(Purple Heart), engaged in various profes- 
sional activities for a number of industries and 
organizations. From 1924 to 1932 he ‘was presi- 
dent of McDonald & Company, engineers and 
architects of Atlanta. Since then he has en- 
gaged in private practice as a consulting engi- 
neer and architect in Charleston, specializing 
in industrial location and design. He is the 
founder and director since 1938 of Community 
Research Institute, which specializes in com- 
munity industrial development, He is the au- 
thor of numerous articles published in popular, 
scientific, and business publications, generally 
dealing with the subject of community and in- 
dustrial planning and development. 


> 


| Seg 97 R. AsrAmMs, whose article on the 
TVA begins on page 160, is a well-known 
New York city writer on business and finan- 
cial subjects whose articles have frequently ap- 
peared in this publication. 


THE next number of this magazine will be 
out August 16th. 


—— 
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e Synchro-Matie Way 


Brooklyn Union Gas Company gets fast, 
accurate, detailed sales analyses with 
Remington Rand Punched-Card Accounting 


Measuring and analyzing gas sales 
by any desired classification is a simple 
atter for executives of this well-known 
New York utility. 
Using the exclusive, automatic 
emington Rand Synchro-Matie Punch, 
sales analysis tabulating cards are 
punched simultaneously with and as a 


emington Rand Bookkeeping Machine. 
his synchronized operation produces 
he bill, the customer’s ledger record, 
and the tabulating card simultaneously 
without any increase in operator 
ime; assures absolute accuracy be- 
ween billing data and sales records; 


and takes advantage of the speed and 
accuracy of automatic, mechanical tab- 
ulating to produce any number of statis- 
tical analyses. 

Utility executives are fast recog- 
nizing the efficiency and value of Rem- 
ington Rand Punched-Card Accounting 
for the accumulation and analysis of all 
manner of utility-operation facts, in- 
cluding payrolls, labor distribution, 
material control, sales, financial reports, 
meter readings, etc: 

Write to our branch office nearest 
you, or direct to Remington Rand Inc., 
Tabulating Machines Division, New 
York 10, N. Y., for further information. 


‘Remiaglon Rand 


PUNCHED-CARD ACCOUNTING 


%* The HOLE 
.. the Symbol 


Write for: “The HOLESTORY of Px 


MARK of a System 
of Accuracy 


hed-Card A ing”— 





the book that tells a vital story to business. it’s FREE! 
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Various regulatory rulings by courts and commissions reported in full text, 
pages 1-68, from 59 PUR(NS) 
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AUTOMATIC VALVED SOOT BLOWERS 


THE VULCAN AUTOMATIC VALVED HEAD, MODEL LG-2, was devel 
some 12 years ago as a result of an exhaustive study of existing soot blower heads end their 
capability of meeting the new end severe conditions about to be imposed on them by the 
modern high pressure boiler. A new design, breaking tradition with the old-fashioned 
~~ pressure - was indicated and the LG-2 head was designed with the following 

‘eatures in ming: 


(1) A heed uni 1 in its applicati 

(2) A heed economical in steam (or air) consumption 
(3) A heed easy to install 

(4) A head easy and simple to operate 

(5) A head low in maintenance and easy to service 





The use of a pilot for operating the valve in the head proved to be the key to the 
required desi a and marked a radical departure from the traditional heed of low pressure 
days. A single chain operating through a geer reduction revolves the element and, by 
means of stops at the end of the blowing arc, moves the pilot to open and close the valve 
in the heed. 

This design makes the LG-2 head universal in its application. The pilot operated valve 
permits the head not only to be used on low pressures but also on pressures up to 1500 
pounds. Opening the valve in the head against high pressure, the bug-a-boo of most 
soot blower heads, is no problem with the Vulcan Reed as the steam pressure does the 
job, the operator merely having to move the small pilot valve. 

Operators prefer the LG-2 head after using other heads because of its simple and easy 
operation. The enclosed cut stee! gear and alloy pinion, the self lubricated special shaft 
bearings, and the enclosed ball bearing taking the steam thrust as well as the radial load 
all make for frictionless operation. Element binding and warping ere prevented by the 
underarm support which balances the weight of the ee and piping against an adjustable 
spring, without any cantilever eect on the element and permits the element to float inside 
the wall sleeve. A ball and socket joint in the sleeve prevents element strains by allowing 
relative motion of the setting and dean and, at the same time, keeps the setting tight. 

The interests of the contractor and boiler erector have not been overlooked in the 
design of the LG-2 head. It is, perhaps, the easiest head to install. Because of the hanged 


Write for New Catalog connection between the element and the head, the assembly of these parts in the field 1s 


relatively simple 


VULCAN SOOT BLOWER CORPORATION 


Du Bois, Penna. 


Cover Removed and Valve 
Parts Exposed 
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EpiroriAL STATEMENT 
The Hartford (Connecticut) 
Courant. 


CHESTER BOWLES 
Administrator, Office of Price 
Administration. 


ALGERNON LEE 
National chairman, Social 
Democratic Federation. 


EpiroriAL STATEMENT 
The New Orleans Times-Picaynne 


Harry S. TRUMAN 


Ray B. WESTERFIELD 
Professor of political economy, 
Yale University. 


Joun P. Frey 
President, AFL Metals Trade 
Department. 
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Remarkable Remarks 


“There never was m the world two opinions alike.” 





—MOoNTAIGNE 





“The unanswerable argument against the present Wag- 
ner Act is the fact that it is not working.” 


? 


“We are sitting on the biggest and most dangerous keg 
of dynamite any nation ever sat on. Production is the 
final answer to inflation.” 


aa 


“Socialism can assume as many and as diverse forms 
as has capitalism in various countries. It can be totalitarian 
and imperialistic, but it can also be democratic and hu- 
manitarian.” 


* 


“Tax exemption has been the incentive for the estab- 
lishment of many publicly owned factories and businesses, 


and, also, it may be the secret of their apparently suc- 
cessful operation.” 


> 


“The American [radio] system has worked and must 
keep working. Regulation by natural forces of competi- 
tion, even with obvious concomitant shortcomings, is to 
be preferred over rigid governmental regulation of a me- 
dium that by its very nature must be maintained as free 
as the press.” 


* 


“In political economy it is always easy to offer seem- 
ingly rational arguments for government interference; if 
it is not a boom or ‘ruinous inflation’ that needs correc- 
tion then it is a depression or widespread unemployment. 
But this implies perpetual regulation and control, for 
normal conditions are a fiction never acknowledged to 
exist.” 


> 


“We need one central [labor] authority. There are 
twenty-five different agencies dealing separately with 
questions affecting labor. Many of these agencies have no 
defined statutory authority and have grown in power 
through court decisions construing their authority. It has 
resulted in a lot of confusion, this discretionary author- 
ity of some organizations with no defined boundaries fixed 
by Congress.” 


12 
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Businessmen want a quality product, built with 
WHEREVER You GO precision to operate with precision, and 
designed for long, dependable service. They 
YOU SEE know the importance of being able to select 
BURROUGHS MACHINES freely from a Somypiere line of machines. bene 
want to be sure of having dependable, efficient 
maintenance service. They place importance on 
the technical help that can be given them ia 

planning installations and applications, 


Businessmen might buy Burroughs for any one 

of these reasons. Actually, they buy Burroughs 

for ali of these reasons. For Burroughs leads on 

all counts—finer products . . . the most complete 

* line of machines . . . the leading service organi- 

B oughs zation... experienced counsel. No wonder that 
in big business and small... wherever you go 


IN MACHINES #,.. you see Burroughs machines. 


iN COUNSEL 
IN SERVICE BURROUGHS ADDING MACHINE CO., DETROIT 32, MICHIGAN 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES »* NATIONWIDE MAINTENANCE SERVICE + BUSINESS 
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14 REMARKABLE REMARKS—( Continued) 


JosepH H. BALL 
U. S. Senator from Minnesota. 


THOMAS R, AMLIE 
Former* Representative from 
Wisconsin. 


Wayne A. JOHNSTON 


President, Illinois Central Railroad. 


R. C. LerrinGweELL 
Chairman, cxecutive committee, 
J. P. Morgan & Co. 


LELAND OLDs 
Vice chairman, Federal Power 
Commission. 


DonALp M. NELSON 
Former chairman, War Production 


Board. 


Frep M. VINSON 
Former director, War Mobilization 
and Reconversion. 
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“One of government's primary functions in a democracy ~ 
is protecting the rights of minorities. Government has a 
particular obligation in this field because the continued 
growth of unions and closed shops is due partly to gov- 
ernment support.” 


* 


“ur 


The Murray full employment bill is nothing more than 
a pious wish, if not a pious fraud. If Japan should sur- 
render unconditionally tomorrow we wou!d in all prob- 
ability have well over 20,000,000 unemployed in the United 
States of America before the end of the year.” 


aa 


“As for me, I say of competition:. Let it come! Give 
us policies of government that will be conducive to some 
semblance of equal opportunity, and the railroads will take 
care of themselves, Make it truly a struggle for survival 
of the fittest, and the railroads will not be found wanting.” 


¥ 


. gradually government must free agriculture, in- 
dustry, and commerce here at home if we are to have a 
prosperous economy. It should be the government's policy 
not to meddle much with our money and to give agricul- 
ture and enterprise a measure of freedom and a hope of 
profit after all taxes.” 


¥ 


“ . . the power issue today is not only one of the coun- 
try’s biggest issues, but it is also symbolic of the all- 
inclusive issue which faces our democracy as we move 
into the postwar era—the issue as to whether we as a 
people are going to build our social order on the moral 
basis of codperation.” 


> 


... The government cannot in good faith permit any 
generation or group of the American people to spend their 
lives in the valley of an economic curve. While we want to 
see a maximum of free enterprise and personal initiative 
in our economy, yet to avoid human misery caused by 
prolonged depressions, we must count on the government 
to make sensible adjustments in the economy to prevent 
social demoralization and the waste of resources.” 


“ 


¥ 


“We know we have an abundance of resources, plant, 
man power, and managerial know-how to produce a stand- 
ard of living far higher than anything we have ever known. 
Likewise, we _ that we have unfilled needs in America 
so diverse an® so great as to challenge the capacity of 
even the greatest producing nation on earth. But needs 
are not demands, in the economic sense. People must 
have steady income and they must want to spend their 
income before needs become demands and people become 
customers.” 





IN€ 
CHECK 
LIST 
the Switching Equipment }eennnen 


SPECIALIST 


Along with the many years experience in solving 


DISCONNECTING SWITCI 
NDOOR AND 

the problems of switchgear manufacturing, R &IE has 

concentrated much of its attention on 

Metal Cubicle Work. Switch and bus 


terminal cubicles have been made to ac- 


HORN GAP SWITCE 


commodate every condition for many years, 
INTERRUPTER SWITCE 


A more recent development is the 
Interrupter Switch Cubicle as shown below. 
These are used as a high speed interrupter CUTOUTS AND 
device at a distribution load center or as THERMO-RUPTERS 


part of a transformer unit. 


Beow is shown one of the 

many production lines : 
of interrupter switch and SWITCH OPERATIF 
pothead cubicles. MECHANISMS 


SUBSTATIONS 


OPEN OR ENCLOSEL 
ISOLATED PHASE| 
HEAVY DUTY BUSI 


KIRK INTERLOC| 
| 


SYSTEMS | 
AUTOMATIC 
EQUIPMENT | 
OIL and 
AiR FILLED METAL CUBICLE| 


INTERRUPTER SWITCHES 


can be furnished with or without fuses, 
with any type of cable entrance. 


TESTING DEVICE) 


way — INDUSTRIAL ENGINEERING CO., GREENSBURG, PA. 
i— East Power Devices Ltd., Toronto. 
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OPERATING RECORD the outage charts below 
and on the opposite page provide graphic evidence of the 
operating record of one of the world’s largest steam gen- 
erating units; a C-E Unit at the Logan, West Virginia plant 
of Appalachian Electric Power Company. This unit is 
designed to produce, at maximum continuous capacity, 
1,000,000 Ib of steam per hr at 1340 psi and 925 deg. F. 


1942 


© Ss 2% 2 
may 
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Time for 13 | WarYears 


at an Average Rate of 











Lb of Steam per hr 


3 YEAR USE FACTOR 93.6% 
During three war years 1942, 1943 and 1944 this unit was in 
service for 93.6% of the entire period. Of the remaining 6.4% 
“out-of-service time”, 4.6% was for scheduled annual inspec- 
tion and overhaul. Only 1.8% was for other causes. 


5 YEAR RECORD 


During the five year period — 1940 through 1944 — this unit 
was in service 93.2% of all the time and produced more than 
31 billion pounds of steam at an average rate of 766,000 Ib 


per hr while in service. 
A-B79A 


COMBUSTION & ENGINEERING 


_._—- 200 MADISON AVENUE NEW YORK NEW YORK 
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WHO KNOW HOW help another steam plant keep fuel 
down ... this time using two types of J-M insulations. 


HERE is an art in properly applying insula- 

tions—and only specialists know the many 

e practices that make for success. Lack of this 
howledge may greatly reduce the value of your 
sulation investment. 


For permanent heat control and fuel savings, 
hns-Manville places at your disposal a trained 
rce of expert workmen and engineers—a nation- 
ide organization capable of handling all details 
an insulation job and taking complete respon- 
bility from planning through application. 
In some areas, J-M’s own construction forces 
e ready to help you. In others, J-M Technical 
rvice Units have been created by selecting con- 


OHNS-MANVIL 


tracting companies of proved reliability 
cialized experience in this field. 


These Insulation Specialists, backed b 


‘insulation research and practical experi 


able to choose the right insulating materi 
from a complete line of insulations. Thi 
the right thickness, the right bond or 
for every industrial temperature, eve 
requirement. 


All are important reasons why J-M m 
to solve your next insulating problem 
... more quickly, safely! For further in- 
formation, write Johns-Manville, 22 
East 40th Street, New York 16, N. Y. 
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* IS BUILT INTO 





MICA 
CAPACITORS 


%* The many processes that are required in pro- 
ducing SANGAMO MICA CAPACITORS in- 
volve numerous critical operations. Some of these 
are MICA SPLITTING, MICA GAUGING, 
MICA PUNCHING, MICA INSPECTION, and 
CAPACITOR STACKING. 





*% To achieve EXCELLENCE, a well planned, 
effective quality control is maintained every step 
of the way. Skilled operators have the most mod- 
ern mechanical equipment with which to work. 
This, together with competent supervision, has 
enabled SANGAMO to play an important part 
in meeting the heavy and exacting requirements 
of wartime America. 


*® The complete line of SAN- 
GAMO MICA CAPACITORS 
merits every confidence of the 
most exacting user of Capacitors. 
















SPRINGCEIELD 


SANGAMO ELECTRIC COMPANY | 
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— NO SERVICE INTERRUPTION 


after bad transformer flare-up 


isifyre Projectors 
circles) on Mulsi- 


os 


Immediate action averts disaster 


“PRACTICALLY NO DAMAGE FROM FIRE”, was the 
report of The Dayton Power & Light Co. on a 
serious flare-up that resulted from an electrical 
failure on one of their substation step-up trans- 
formers. 35 FOOT FLAMES were extinguished so 
quickly by the Mulsifyre System that adjacent 


transformers were unaffected. THIS IMMEDI- 
ATE, DEPENDABLE ACTION is the reason why 
leading utilities have chosen Grinnell Mulsifyre 
Systems for protecting over 10,000,000 KVA of 
transformer capacity and many other installa- 
tions of similar oil-filled equipment. 





MULSIFYRE SYSTEMS operate on the 
principle of emulsifying blazing oil with a 
driving spray of water. The oil is turned into 
a liquid which is incapable of burning. Fire 
is extinguished in a few seconds and reigni- 
tion is prevented. 

Complete separation of water and oil takes 
place in a few hours . . . leaves oil undamaged. 

There is absolutely no conductivity along 
the discharge of a Mulsifyre projector when 





spray strikes conductors carryiny: high volt- 
ages. 

Mulsifyre Systems are permanently in- 
stalled . . . they operate automatically or 
manually. 

Recommended by Underwriters’ Labora- 
tories for use in extinguishing fires in flam- 
mable oils immiscible with water, wherever 
such oil is a fire hazard — in transformers and 
other oil-filled electrical equipment. 








See that your equipment has this 24-hour-a-day 
protection, before fire strikes. Experienced 


Grinnell engineers will help you p 


protec- 


tion for your specific needs. 











GRINNELL COMPANY 


Executive Offices, Providence 1, R. I. 
Branch offices in principal cities. 
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FW Sream Generators 


o CENTRAL ILLINOIS 
Electric and Gas Co. 


Two large steam generators for spreader type stoker firing are being 
built by Foster Wheeler to meet the particular conditions pertaining 
to this station. 





= ' The requirements are: 








bs ms bf T 





215,000 ib. per hr. (peak load) 
650 Ib. per sq. in. pressure 


830 deg. F. final steam tempera- 
ture 


85% (approximate) efficiency 
Fuel—lillinois coal 








@ Selection of this design was 
made after thorough study by 
the operators and their consult- 
ing engineers of the economic 
and engineering problems in- 
volved. 














@ The choice was also influ- 
enced by the exceptional per- 
formance of similar installations 
operating with a comparable 
LUO grade of fuel. 


@ These units are of the 3-drum type with Full Water 
Cooled Furnaces, Convection Superheaters, Conden- 
ser type Superheat Control, Extended Surface Econo- 
~— and Two-pass Tubular Air Preheaters, as shown 
above. 


aeccereneensean 
pubasounaucceecnbae 















































OSTER WHEELER CORPORATION @ 165 BROADWAY, NEW YORK 6, N. Y. 


W FOSTER WHEELER 
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INFALLE BLE CONTROL— a sil responsibil 


"Sealdport" lubrication insures easy 
turning, positive seal, seat protection, 
resistance against corrosion and erosion. 


NORDSTROM LUBRICATED VALVES 


MERCO NORDSTROM VALVE COMPANY 
A Subsidiary of Pittsburgh Equitable Meter Co. 


An 
: 400 Lexington Ave., Pittsburgh 8, Penna. Branches: Atlanta, Boston, Chicago, Houston, Kansas City, Los 
ee, pring geles, > oa York, Oakland, San Francisco, Seattle, Tulsa. 
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HYDRAULIC TURBINES 







and 


ACCESSORY EQUIPMENT 





NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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Right—EGRY ALLSET 
FORMS are individually 
bound sets, interleaved 
with onetime carbons 
for immediate use for 
either typed or hand- 
written records. 


The Egry Business Systems illustrated 
have proved, in countless instances, that 
they not only speed up the making of 
handwritten and typed records, but ac- 
tually decrease mistakes caused by care- 
lessness, thoughtlessness and temptation. 
Many companies in your own industry 
have found Egry Business Systems indis- 
pensable in the conduct of their business 


ae 
REQUI 
UR wes 


Left—EGRY TRU-PAK 
speeds the writing of all 
handwritten records. Elim- 
inates mistakes and as- 
sures positive control over 
all recorded transactions. 






Mibsntiritng , id 








Be 


Above—EGRY SPEED-FEED may be 
attached, without change in con- 
struction or operation, to any 
standard typewriter in one minute, 
and with Egry Continuous Forms, 
practically doubles the output of 
the operator, since all her time 
becomes productive. 


because initial records are written faster, 
more accurately and with less effort. In- 


vestigate today! Literature containing 
complete information will be sent on re- 
quest. For a practical demonstration of 
their usefulness you should see them in 
operation. This may be arranged in your 
own office at your conveniénce. There is 
no cost or obligation. Dept. F-82. 


with EGRY BUSINESS SYSTEMS 
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MERCO 





NOW SERVING THE 


WAR EFFORT 


AND ANXIOUS TO 
SERVE FGA 


THE ONLY 100 %& MERCURY SWITCH 
EQUIPPED AUTOMATIC CONTROLS 











THE MERCOID CORPORATION « 4201 BELMONT AVENUE « CHICAGO, ILLINOIS 
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MULTIFUEL 
BURNERS 




















Baw 
PULVERIZER 























Above—Typical B&W Inte- 
gral-Furnace Boiler ar- 
ranged for Multi-Fuel Fir- secede cy 


ing. 


SECONDARY-AIR INLET 





= 





AIR DOORS: 


Right—Details of B&W 
Multi-Fuel Burner. 


OBSERVATION BURNER 
WINDOW 
IMPELLER 


ARCH TUE 
ed 
+ 


PRIMARY- AIR AND 
COAL INLET 
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AIR REGISTER LIGHTER 
ASSEMBLY 
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Swith ONE Burner 


Whether there is a COAL shortage or an OIL shortage there's 


no need for converting and then re-converting . . . or installing 













separate burners for coal, oil, and gaseous fuels when any 






fuel becomes scarce. Variations in fuel availability can always 
be met when your boilers are equipped with the 


B&aW MULTI-FUEL CIRCULAR BURNER 
for Pulverized Coal, Oil, and Gas 


This burner provides in ONE compact 
unit the features of the B&W Combina- 
tion Oil and Gas Burner and those of the 
B&W Circular Burner that is so widely 
used for pulverized fuels. This combina- 
tion, properly co-ordinated with furnace 
and boiler design, provides a wide lati- 
tude in choice of fuels:—all grades of 


coal and petroleum coke in pulverized 
form, oil, and gas. These may be burned 
singly or in any desired combination. 
High combustion efficiency with any fuel 
is assured through turbulent mixing of 
fuel and air. Let Babcock & Wilcox en- 
gineers explain how this equipment can 
simplify your fuel-burning problems. 


a teCOcy 


Send for Bulletin G-20 A describing 
this B&W Multi-Fuel Burner and the 
B&W Combination Oil & Gas Burner. 


















BABCOCK 










as 
“1BERTy STREET ey 
YORK é 
NY 


Pe “ ‘ 
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ALL-TRUCK CONSTRUCTION 


YOu’LL FIND International Trucks of 
virtually all models at work in the pub- 
lic utility field—at work on all types of 
jobs. 

But no matter what the model, each is 
International all-truck design, engineer- 
ing and construction—built without com- 
promise with passenger car construction 
to furnish long, dependable, economical 
service. 

The International Truck Line is com- 
plete. It includes light, medium, and 
heavy-duty trucks. And so outstanding 
is International performance that inthe 
ten years before the war more heavy-duty 
International Trucks were sold than any 


INTERNATIONAL Yaucks 


other make. 


You’ll want, International Truck per- 
formance and efficiency postwar. Quanti- 
ties still are limited, but now is the time 

w_ to plan. Therefore get in touch 
with your nearest International 
Truck Dealer or Branch. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago 1, Illinois 





NEW TRUCKS: The government has authorized 
the manufacture of a limited quantity of light, 
medium, and heavy-duty International Trucks for 
essential civilian hauling. 

SERVICE: Many operators will have to wait for 
trucks. Maintenance of existing vehicles is just as 
important today as before VE Day. Therefore—be 
sure your trucks get top maintenance and service 
at International Truck Branches. 
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Bwssomwe CABLES + CRESFLEX NON-METALLIC SHEATHED CABLE + SERVICE ENTRANCE CABLE 


“ 















ic 





SERVICE ENTRANCE CABLE 





* CRESFLEX NON-METALLIC SHEATHED CABLE - 
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BUILDING WIRE + IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 


CRESCENT 


VARNISHED 
CAMBRIC 
POWER 
CABLE 


Heavier loads for longer periods of time than formerly possible are 
obtainable with CRESCENT VARNISHED CAMBRIC CABLE, due to sub- 
stantial improvements in high temperature varnished cambric tapes. 
This general-purpose, industrial power cable provides higher current 
carrying capacity for the same size of copper conductors, together with 
maximum safety and permanence. 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 


CRESCENT 


WIRE and CABLE “ss 


MORED CABLE - RUBBER POWER CABLES : VARNISHED CAMBRIC CABLE 
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1. costs money to have a plumber 
repair leaking faucets and toilet 
bowls—so it’s natural for consumers 
to ignore small leaks for which they 
pay nothing. 


But when you install a system of reg- 
ular meter inspection, test and repair, 
so that your meters will register at 
least 90% at 4 gallon per minute, the 
average consumer will be glad to pay 
a plumber to fix the leaks, rather than 
pay higher water bills. 


In this way, water waste is curbed; 
and in those cases where leaks are 
allowed to continue, additional rev- 
enue is obtained for water which 
otherwise would have gone un- 
Your 
Trident representative will be glad 
to help you start a meter testing and 
repair program. 


accounted-for. experienced 


124 








TRIDENT 
WATER METERS 





Ke xowisnced repair-men 
like the Trident meter be- 
cause its simplicity makes it 
easier to repair. They are 
the best judges of meter 
values ... ask them. 














NEPTUNE METER COMPANY,¢ 50 West 50th Street ¢ New York 20, N. Y. 
Branch Offices in CHICAGO, SAN FRANCISCO. LOS ANGELES, PORTLAND, ORE.. 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE. ATLANTA. BOSTON. 

Neptune Meters. Lid.. Long Branch, Ont., Canada 


ee 
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| BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 


THE ONE-STEP METHOD 

















OF BILL ANALYSIS 


LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
you retain? 


Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your post-war rate and pro- 
motional programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 














Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detroit Moatreal Terente 
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Service water clears tel in 


ELLION 


SELF CLEANIN( 
STRAINER: 


Without attention beyond occasional super- 
vision, this unit will strain incoming water, 
remove and eject abrasive or other foreign 
matter, and deliver clear water for service use. 


The straining process is continuous. A 
geared motor slowly rotates a sealing box 
which blocks off each straining section in turn. 
Back-flow of water then flushes the isolated 
straining section, driving the entrained impuri- 
ties out through the bottom of the unit, and the 
cleared section again takes up its straining job. 


The only bearing exposed to grit-laden 
water is the lower bearing of the rotating ele- 
ment. This is a cutless rubber bearing, immune 
to damage and easily replaceable should it 
become necessary. Elliott self-cleaning strain- 
ers serve many utilities especially where large 
quantities of relatively fine dirt must be 
removed. 


De of three large self- Where manual cleaning is permissible, Elliott 
leaning strainers for twin strainers will also give non-stop service, 


ip Be y-- Rvs one cylinder always being in operation while 


the other is shut down for removal and dump- 
ing of the strainer basket. 


Use our wide experience in meeting your straining 
needs. Talk it over with the Elliott man. 


Que of ta tae Waa ELLIOTT COMPANY 
cleaning strainers in a hydro Accessories Department 
Socom: ‘coated Oa Gan JEANNETTE, PA. 


Soneteauae ‘sanll ; 
awe DISTRICT OFFICES IN PRINCIPAL CITIES 
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Utilities Almanack 
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Due to wartime travel restriction, conventions listed are subject to concellation. 
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2 T* { American Water Works Association, Western Pennsylvania Section, will hold meet- 
ing, Pittsburgh, Pa., Sept. 14, 1945. 
§ New England Gas Association will hold Home Service Development Conference, 
3 F Boston, Mass., Sept. 17-21, 1945. 
4 Se 4 American Water Works Association, Michigan Section, will hold meeting, Flint, 
Mich., Sept. 19, 20, 1945. 
5 S { Chamber of Commerce of the United States will hold board meeting, Wash- 
ington, D. C., Sept. 21, 22, 1945. 
6 M @ Texas Water Conservation Association will hold annual meeting, Austin, Tex., 
Oct. 3, 4, 1945. 
[™ 4 American Water Works Association, Southwest Section, will hold meeting, 
7 Oct. 15—17, 1945. @ 
8 W G American Water Works Association, California Section, will hold meeting, Los 
Angeles, Cal., Oct. 23, 5. 
9 T* 9 American Water Works Association, Wisconsin Section, will hold meeting, Milwaukee, 
Wis., Oct. 30, 31, 1945. 
10 F G American Water Works Association, North Carolina Section, will hold meeting, 
Charlotte, N. C., Nov. 5-7, 1945. 
ll Ss { American Water Works Association, Virginia Section, will convene, Roanoke, Va., 
Nov. 8, 9, 1945. 
12 S 4 American Water Works Association, New Jersey Section, will hold meeting, Atlantic 
City, N. J., Nov. 8-10, 1945. 
13 M » | > oma Water Works Association, Florida Section, will hold meeting, Nov. 15—17, 
3 , 
14 T § Matheur Codperative Electric Association starts annual meeting, Vale, Or., 1945. 
15 W { Chamber of Commerce of the United States will hold board meeting, Wash- 2) 








ington, D. C., Nov. 30-Dec. 1, 1945. 
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Checking Overhead Lines 
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Effect of Recent Population 


Trends on Utilities 


The author points out the importance of a careful 

analysis of the subject by each utility as it applies 

to its own service area, because of its effect on future 
business. 


By P. E. GOLSAN, Jr. 


sTUDY of population trends and 
A their characteristics reveals 

many factors which have now 
or eventually will have an effect upon 
utility earnings. The utility derives its 
revenue from a fixed geographical area, 
and the economic prosperity of this 
area directly reflects upon the earnings 
of the utility. For this reason any fac- 
tor that affects the size or character of 
the population of the area affects the 
utility earnings. If the population in- 
creases or decreases the revenue like- 
wise increases or decreases. Further, in 


151 


a rising population there is a continu- 
ous demand for new investment with 
prospects of supporting revenue; but 
with a declining trend the utility is 
faced with decreasing revenue to meet 
the costs of fixed investment. 

What are some of these population 
trends? A glance over the latest popu- 
lation statistics established by registra- 
tion for war ration books reveals that 
certain long-time characteristic trends 
in population have not only been main- 
tained during the past year, but also 
have been increased. 
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Our National Population Trend 


A a nation our rate of population 
increase has diminished and, ac- 
cording to the Bureau of the Census, 
our total population will approach a 
stationary figure some time after 1980. 
Figure 1 illustrates this trend. Some 
experts feel that this trend will not 
reach its peak as soon as 1980 (and 
let’s hope they’re right), and lately 
have pointed to the wartime baby boom 
as an indication that the birth rate will 
recover its lost ground in the postwar 
years. However, W. H. Grabill of the 
Bureau of the Census predicts that 
there will only be a short-time rise in 
the birth rate, followed by a resump- 
tion of the long-term downward trend. 

This national trend is not of im- 
mediate concern to the industry for 
while we eventually must face the halt 
in new customers this turning point 
has been estimated to arrive in thirty- 
five years. Meanwhile we have 1,500,- 
000 new farm customers and 1,000,- 
000 new nonfarm customers to connect 
without making any allowance for 
population increase. 


At the end of this 35-year period, ° 


however, we should anticipate that, 
with no reversal in trend, we should 
expect a gradual diminution in cus- 
tomers. This would mean that promo- 
tional activities should be increased 
proportionately to support the fixed 
charges upon the investment. Thirty- 
five years is a long time off and many 
other aspects of population trends as- 
sume more importance locally in terms 
of effect upon revenues. 


The Population Grows Older 


HERE is a by-product of this na- 
tional population trend which will 
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have its effect upon our industry al- 
though not so markedly as on other in- 
dustries. This by-product is the stead- 
ily increasing age of our population, 
Figure 2 shows the estimated age 
group curves as predicted by the Na- 
tional Resources Committee. An indi- 
cation of the effect of these trends is 
shown in the decline in registration of 
elementary schools in 1940 and in the 
leveling of registration in high schools 
in the states of New York, Ohio, and 
Washington. This decrease in the child 
population, if it continues its down- 
ward trend, will eventually affect many 
industries quite noticeably, among 
which are the fluid milk industry (chil- 
dren consume 50 per cent more milk 
than adults), infants’ clothing, toys, bi- 
cycles, pediatricians, and so on. And, 
of course, on the other side, industries 
catering mostly to older groups will 
gain; among these are movies, radio, 
book and magazine publishing and 
printing, golf, fishing, and real estate 
in southern and southwestern states. 
The curve of population in the 19- 
64-year age bracket is expected to gain 
until 1960. This should mean that 


“ there will be an increasing number of 


marriages and consequent demand for 
additional houses (small ones for small 
families), probably bringing the total 
number of housing units up from 33,- 
090,000 to 38,000,000—a gain of 5,- 
000,000 new domestic customers in the 
next fifteen years, before the rate be- 
gins to slacken. 

The effect of decrease in milk plant 
activity and others serving the younger 
age group will probably be offset by 
the increase in movie, radio, television, 
and other industries catering to the 19- 
64 age group. Perhaps the increase will 
more than offset the decrease as more 








EFFECT OF RECENT POPULATION TRENDS ON UTILITIES 


new uses of electricity are introduced 
into the home and industry. 

The effect of the 5,000,000 new 
homes will, of course, be an increase in 
revenue. 


The Southern and Western Trend 


is is this geographical aspect of the 
population trend that will have the 
selective effect upon local utilities. 
With the advent of war industries, no- 
table population changes took place 
with much publicity given the great in- 
creases and decreases in the population 
of certain cities. Perhaps some of this 
can be passed off as being merely trarr- 
sitional and only for the duration. Per- 
haps some of the war workers and sol- 
diers will take up residence once again 
in their prewar home towns and coun- 


trysides. But only perhaps. Consider | 


first the general geographic population 
trend of the center of population by 
decades from 1790. The trend is gen- 


erally westerly and in the past three or ' 


four decades has also been_ slightly 
southerly. This trend is prewar. Now 
consider the latest geographical data. 
According to Business Week, the Bu- 
reau of the Census release, based on 
Ration Book IV registrations (No- 
vember 1, 1943) shows a continuation 
of earlier wartime trends; major mi- 
gration from northern and central parts 
of the U.S. to far western and southern 
coastal areas; hardest hit, north cen- 
tral farm belt; major beneficiaries, 
three. western coast states plus Nevada 
and Arizona. An illustration: Cali- 
fornia’s increases in population, 1940 
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census to May 1, 1943, 529,000; from 
May 1, 1943, to November 1, 1943, 
485,000. 

Another indication of this trend is 
had in the figures shown on page 155. 


a problem facing the utilities 
now is how much of this recent 
change will hold and how much return 
to prewar status? Perhaps an indica- 
tion of the relative possibility of hold- 
ing gains or recouping losses in popu- 
lation might be had in a study of popu- 
lation change figures in the decade 
1930-40 and in the 3-year period 1940- 
43. Let’s consider these figures on a 
statewide basis. If a state had a gain 
in population between 1930 and 1940 
then there must be some attraction in 
this state that will help it hold gains or 
perhaps recoup losses registered be- 
tween 1940 and 1943. Also, if a state 
had lost population between 1930 and 
1940 its ability to hold or recoup after 
the war would appear to be poor. Using 
this method as a basis of comparison of 
ability to hold gains or recoup losses 
the following standings are apparent: 
Group I—Most Likely to Hold All or Part 
of Gain 
States having population gains in both 
periods, 1930-40 and 1940-43 


Rank 

. District of Columbia 
. Florida 

. California 

. Nevada 

. Oregon 

. Arizona 

. Delaware 

. Maryland 

. Washington 
Utah 

. Virginia 

. Connecticut 

. Massachusetts 


Group II—Possible to Recoup Part of Loss 


States having population gains in 1930-40 
but losses in 1940-43 
Rank 
14. New Mexico 
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. Idaho 
16. Louisiana 
. North Carolina 
. Tennessee 
. West Virginia 
. Texas 
. Minnesota 
. South Carolina 
. Kentucky 
. Michigan 
. Mississippi 
. Wyoming 
. Colorado 
New York 
. Wisconsin 
. Alabama 
. Georgia 
. Maine 
. Pennsylvania 
. New Hampshire 
. Arkansas 
. Missouri 
. Ohio 
. Rhode Island 
. Illinois 
. Iowa 
. New Jersey 
. Montana 


Group IlI—Chances of Recouping Not Too 
iGood 


States having population losses in both 
periods 
Rank 
43. Vermont 
44. Indiana 
45. Oklahoma 
46. Kansas 
47. Nebraska 
48. North Dakota 
49. South Dakota 


9. 
-_ inspection of this list reveals the 
southern and western trend im- 
mediately. In Group I five out of the 
first six states are either southern or 
western (D. C. taking first place due 
to heavy government employment in- 
crease). Of the thirteen states in Group 
I nine are southern or western and only 
four are eastern. The Midwest has no 
representation. 

In Group II the first seven are south- 
ern and western, and the heavily popu- 
lated states are down the list. Michigan 
ranks twenty-fourth, New York twen- 
ty-eighth, Pennsylvania thirty-third, 
Ohio thirty-seventh, Illinois thirty- 
ninth, and New Jersey forty-first. 
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% Increase in Kw. Hr. 


United States 

Pacific 

West-South Central ... 
East-South Central .... 
East-North Central .... 
South Atlantic 
Mountain 

West-North Central ... 
New England 
Middle-Atlantic 


1941 Compared with 1944 
% Increase in 
Generating Capacity 





Group III is composed principally of 
Midwestern states. 


6 Bens existence of huge blocks of 
cheap power in the South and 
West will also induce industry (chiefly 
heavy electric users such as electro- 
chemical and metallurgical plants) to 
locate in these areas, at the expense of 
the North and East. The Bonneville 


Power Administration has in the 
neighborhood of 500,000 kilovolt am- 
peres in contracts that stand to be can- 
celed, in anticipation of which a bill has 
been passed in Congress to spend $3,- 
487,110 from Federal funds for mar- 
keting operations and administrative 
expense. Likewise, $110,000 has been 
earmarked for marketing operations in 
the Southwestern Power Administra- 
tion. Bonneville has already hired ex- 
perts to aid in planning and promotion 
of new business in the chemical and 
metallurgical industries. Before the 
war the bulk of these industries were 
in the East. 
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Through the efforts of the RFC and 
the Senate Small Business Committee, 
investigations for new nonwar uses of 
magnesium and other light metals are 
presently being carried on, the pur- 
pose being to promote new small busi- 
nesses and place in operation the 12 
Defense Plant Corporation magnesium 
plants with a monthly capacity of 42,- 
000,000 pounds now standing idle. 
These plants are located chiefly in the 
West and South which would mean 
that the new business would locate in 
these areas to be near the source of 
supply. 

In addition, the products of these 
new small businesses will prob- 
ably be items of hardware, domestic 
appliances, and industrial equipment 
which will directly compete with east- 
ern and middle western manufactur- 
ers. 

Some of these manufacturers might 
also migrate, which will mean popu- 
lation lost to the East and Middle 
West by workers following the trend. 
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HE recent Rivers and Harbors 

Bill contained $381,968,000 for 
the beginning of seven power projects 
in Texas, the Southwest, and North- 
west. The Missouri Valley Authority 
and the Arkansas Valley Authority are 
also being planned. All of these projects 
are aimed at creating areas of balanced 
industrial and agricultural establish- 
ments. This means many small plants 
producing for local needs, as the TVA 
is currently establishing. But the estab- 
lishment of such small plants produc- 
ing for local needs will be at the ex- 
pense of the Middle West and East 
where principal manufacturing centers 
are located. Any success of these plans 
will reduce the activity of other areas; 
and note that these plans are being lo- 
cated principally in the South and 
West, reinforcing the trend. 

Another development that may also 
increase the southerly direction of our 
trends is the present freight rate case 
before the Supreme Court. A reduction 
of freight rates for the South would 
cause an increase in industrial activity 
in this area at the expense of other 
areas. 

These trends do not mean that over- 
night some areas will be abandoned 
and others overpopulated. These 
changes have been in progress for some 
time now, but the effect of these 
changes should become gradually more 

!and more noticeable. Locally the effect 
_ | upon our industry will be delayed or 
, obscured by the natural growth in the 
use of our product which will be im- 
mense in the next twenty years. How- 
ever, certain areas as indicated by the 
three groupings should do much bet- 
ter than others. Some localities face a 
serious threat to revenues, while others 
face the necessity of expansion, should 
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these trends continue. The Midwest 
and the industrial East will not produce 
the increased revenues that can be ex- 
pected in the South and West. 


Rural versus City? 


r the past, take 1910 to 1930 for ex- 
ample, city populations grew faster 
than rural. Then between 1930 and 
1940 rural population growth out- 
stripped city. Now between 1940 and 
1943, the city once more assumes the 
lead. This changing back and forth can 
probably be traced to: 1910-1930, 
growth of industry; 1930-1940, back 
to the farm for self-support; 1940- 
1943, lure of wartime wages and pa- 
triotism bringing increased workers 
into the city factories. Thus past ex- 
perience furnishes no sure indication 
of trend in either direction over long 
periods. However, decentralization of 
the city is thought to be an established 
trend and perhaps the answer, ulti- 
mately, to Rural versus City. We might 
end up with a compromise between the 
two because cities are losing population 
in their centers and growing in sub- 
urbs. This would mean greater invest- 
ment in distribution facilities for the 
utility for the same number of cus- 
tomers. 


In General 


a, Septeniepaomer during the next fif- 
teen years with the expected in- 
crease in new families (domestic cus- 
tomers), our revenues will continue to 
gain. And even after the peak of the 
19-64 age curve is reached (fifteen 
years), our national sales will probably 
be able to hold their own in face of the 
decreasing rate of population increase 
for some time to come, because of the 
new and improved uses of our product 
that are now being developed and will 
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be in the near future. Increased satura- 
tion of the appliance market should 
help boost sales for many years. 
Locally, however, in many areas the 
picture is not so bright. Many locali- 
ties have been losing population in face 
of a rising national trend. Will new 
uses and improvements be able to over- 
come the loss of revenue due to declin- 
ing population? If fifteen years does 


mean the reversal of the increase in 
new families (domestic customers) na- 
tionally, then in some localities this re- 
versal is already taking place. Should 
this reversal bring about a decrease 
more rapid than the possible increase 
of revenue due to sales effort, then 
revenue will begin to decline and with 
it return on the investment. 

With the increasing age of our popu- 
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lation the trend towards those states 
with milder climates will continue the 
abnormal population increase in the 
southern and western states. This will 
also continue the decline in population 
increase for the northern and north- 
eastern states. 


What Can Be Done? 


l NATIONALLY—Nationally the solu- 
e tion to the declining population in- 
crease rate lies in increasing the birth 
rate, decreasing the death rate, and in- 
creasing immigration. Any of these, of 
course, are beyond the scope of our in- 
dustry. Some totalitarian states have 
tried to increase birth rates but their 
results have not been a success. Immi- 
gration laws are a function of govern- 
ment, and while an increase in the rate 
of admissions would swell the total 
population, the place of admission is 
equally important as immigrants tend 
to stay close to this point. Therefore, 
West coast admissions would swell the 
national population but increase the 
geographic unbalance due to our own 
internal trend. These problems belong 
to government, and the pros and cons 
are beyond the scope of this article. 
Decreasing death rate has been the 
main objective of medical research and 
the results have been very good as wit- 
ness the trend of the age group over 
sixty-four years in Figure 2. Many 
believe that this trend will be. bettered 
even more substantially in the next few 
years, which would be a helpful solu- 
tion to the total trend. However, owing 
to the increase in retirement and pen- 
sion plans, as well as government old- 
age benefits, there remains the afore- 
mentioned tendency for this age group 
to migrate to warmer climates, serving 
to increase the previously mentioned 
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geographic trend which benefits chiefly 
the South and the West. 


LocaLLy—Those areas with de- 
¢ clining population should first de- 
termine why they are unpopular. Is it 
the climate or poor soil? Do local or 
state tax structures drive out manu- 
facturing? Have once abundant raw 
materials failed or been made obsolete? 
All of these and many more questions 
should be investigated and measures 
taken to correct the harmful situation. 
Further, raw materials, new markets, 
new products, and so forth, should be 
thoroughly inspected by competent au- 
thorities on the subject of industrial 
development, and definite plans be 
made and carried out by the responsi- 
ble bodies in the area. This has been 
done very successfully, and is being 
done right now in several localities. 
The utility will naturally want to see 
that its service areas have some such 
progressive plan under way and should 
lend its industrial promotion resources 
to the task. Further effort of the utility 
should be that of helping as much as 
possible to hold on to the present popu- 
lation; beyond this the task will be to 
expand as great a sales effort as possi- 
ble toward improving and increasing 
business in order to protect or improve 
the net return upon the investment. 


Conclusions 


A CAREFUL analysis should be made 
by each utility of the population 
trends in its service areas, and the rea- 
sons for these trends determined. 
Where these trends are downward 
some means of combating the reason 
for the trend must be drawn up and 
placed in action. Many times in the 
past, decreasing population trends have 
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continued on and on, reaching new 
lows each year. Most spectacular of 
these downward trends are the famous 
ghost towns of the gold fields. 

In general, utilities have as yet to 
suffer from a decreasing population 
trend because they are still growing 


and extending lines. Even in those 
areas whose population has been on a 
slow decline for many years, facilities 
have not been fully extended and a slow 
steady growth in the distribution sys- 
tem has hidden the decrease in total 
population. 





Citizen Taxpayers Are the “Investors” in 
Governmental Public Enterprises 


sa ee som of Commerce Henry Wallace is giving very 
serious thought, he says, to a series of questions just 
asked him by Robert Gaylord, board chairman of the National 
Association of Manufacturers. 

“And all other Americans could well be giving consideration 
to these questions, too. 

“No. 1 ts this: ‘Private enterprise must be subject to regula- 
tion by the government. Everyone accepts that. The only ques- 
tion is, How far can that regulation go before it changes private 
enterprise into controlled or public enterprise?’ . . . 

“Then Mr. Gaylord asks a question also about those public 
enterprises which are to be continued in operation by the gov- 
ernment after the war. He points out that all the citizens of this 
country are investors, by reason of taxes, in these enterprises— 
and all are stockholders, too, by reason of their vote. He in- 
quires: ‘Are not these investors and stockholders entitled to 
the same information about public enterprise that private 
management gives to them as stockholders and investors in 
private enterprise?’ 

“We have the spectacle today of a government which is ultra 
cautious about requiring private business report to stockholders 
while at the same time it operates more than a hundred public 
corporations and does as it pleases about accounting for those 
operations or keeping their business a mystery. Certainly uni- 
form accounting to the people on how their money is invested 
in these operations is just as important as the accounting on 
their private investments. Otherwise they will never know 
what should be done about keeping or abandoning these vast 
Federal ventures into enterprises of many types.” 

—EpITorRIAL STATEMENT, 
Grand Rapids (Michigan) Press. 
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The Valley and the Propaganda; 
Another Portrait of TVA 


The author points to what he asserts to be some 
glaring misstatements in the book by R. L. Duffus 
on the Federal government’s Tennessee project. 


By ERNEST R. ABRAMS 


6é HE immediate purposes of the 
Tennessee Valley Authority,” 


said TVA’s 1934 annual re- 
port, “were to maintain and operate the 
Wilson dam and power plant, to ad- 
minister the fertilizer plants at Muscle 
Shoals, and to build the Cove creek 
(Norris) dam on the Clinch river. The 
more general purposes of the author- 
ity are to promote the national defense, 
to further the proper use, conservation, 
and development of the natural re- 
sources of the Tennessee river area and 
of related adjoining territory, to fur- 
ther agricultural and industrial devel- 
opment, and to promote the economic 
and social well-being of the people of 
the region.” 
In partial attainment of these objec- 
tives, TVA has built or acquired 
twenty-one dams on the Tennessee and 
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its tributaries during its more than 
eleven years of active operation, at 
nineteen of which power development 
is one of the essential features. It has 
created 650 miles of 9-foot waterway 
from Paducah to Knoxville. Through 
the obvious device of permanently in- 
undating all lands in the valley subject 
to normal overflow, it has erased the 
danger of all but unprecedented floods. 
Through modernization and expansion 
of the World War I nitrate plants it 
inherited from the War Department, it 
has been able to supply farmers in and 
out of the valley with fertilizers. Since 
the Pearl Harbor attack, it has con- 
tributed substantially to our supply of 
explosives. It has been active in the 
prevention and cure of soil erosion; it 
has furnished war industries with large 
blocks of power; and it has brought a 


160 





THE VALLEY AND PROPAGANDA; ANOTHER PORTRAIT OF TVA 


measure of prosperity to the people of 
the region. But TVA’s most energetic 
activity, the one into which it has en- 
tered with the greatest enthusiasm, has 
been telling the world of its magnificent 
accomplishments. 


latest and most attractive piece of 
propaganda is a book of 167 pages, 
entitled “The Valley and Its People— 
A Portrait of TVA.” Not that any 
TVA director or member of its staff 
wrote the book, although Charles 
Krutch of its graphics department did 
supply the 202 photographic illustra- 
tions that cover three-fifths of its page 


area. 

The author is R. L. Duffus, a 
“left of center” member of the edi- 
torial staff of The New York Times. 
But no sophisticated reader can flip its 
pages without immediately recogniz- 


ing the TVA hand. The author is too 
well versed in the TVA “party line.” 

The book having already been re- 
viewed in the ForTNIGHTLY, this ar- 
ticle will deal solely with some of 
its fiction, and its errors of com- 
mission and omission. But before set- 
tling down to that task, a few observa- 
tions may be in order. Mr. Duffus, 
whose ability to arrange the alphabet 
in attractive order is both recognized 
and admired, has, for the most part, 
written a “sweet” book. He has por- 
trayed in simple, yet imaginative, style 
the plight of the valley people during 
the depression, their struggles to pro- 
duce a living on badly corroded lands, 
their Anglo-Saxon heritage, their 
pride. And he has reflected the ray of 
sunshine that TVA has brought into 
their bleak lives. As a social document, 
most of the book has considerable to 
recommend it. 
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B= after 48 pages of sweetness, 
Mr. Duffus’ New Deal idolatry 
began to manifest itself ; so he devoted 
Chapter 4—pages 59 to 75, inclusive 
— to a rehash of the supposedly 
naughty tricks that wicked privately 
owned electric utilities played on TVA 
in the days of its tender childhood. The 
book would have made a more calm 
and objective appeal had these pages 
of the manuscript been omitted. But 
since he chose to incorporate them in 
his book, suppose we give them a 
glance. 
On page 27, Mr. Duffus said: 


It [TVA’s electric energy] flows into a 
network of power lines extending from the 
Great Lakes to the Gulf of Mexico, from 
the Mississippi to the Appalachians. It is 
now furnishing over 15 per cent of all the 
power used in that vast area, 


The implication is, of course, that 
it is TVA’s power that is driving the 
wheels of industry on the shores of 
the Great Lakes and the Gulf of 
Mexico, on the banks of the Missis- 
sippi, and in Appalachian valleys. This 
is, obviously, untrue. This entire area 
has been tied together with intercon- 
nected transmission lines to permit 
power to flow to those regions of great- 
est demand, and this interconnection 
of generation facilities was made as 
much for the benefit of TVA as it was 
for the privately owned power com- 
panies of the area. In the 26-week pe- 
riod from May 25th to November 22nd 
of 1941, when water conditions in the 
Tennessee valley were exceedingly 
poor and TVA was compelled to force 
a “brown-out” on its commercial con- 
sumers, privately owned utilities from 
as far away as Texas and Illinois were 
shoving power toward the Tennessee 
valley to enable TVA to serve its de- 
fense consumers. During this 26-week 
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period, TVA exported 153,400,000 
kilowatt hours to privately owned utili- 
ties, but it received from them in return 
348,902,400 kilowatt hours. In other 
words, TVA failed by 195,502,400 
kilowatt hours to produce enough 
power during this 26-week period to 
serve its own customers. 


| picene recent years TVA has 
vastly increased its installed gen- 
erating capacity, with the result that 
there are times of the day or week or 
month when it has a surplus of power 
available for delivery outside its serv- 
ice area. But, at other times, not even 
its huge generating capacity can turn 
out sufficient energy to meet the peak 
demands of aluminum manufacturers 
and other war industries in the valley, 
and it must import power from outside 
the valley. During the 1944 fiscal year 
TVA delivered to private power com- 
panies some 1,015,983,000 kilowatt 
hours of energy, but it received from 
them 671,318,000 kilowatt hours in re- 
turn. Thus, the excess of TVA de- 
liveries over TVA receipts during the 
fiscal year was 344,665,000 kilowatt 
hours. 

Now, let’s consider the statement 
that TVA “is now furnishing over 15 
per cent of all the power used in that 
vast area.” As all informed persons 
know, TVA’s power, except for the ex- 


cess of exports over imports noted 
above, is being consumed in a relatively 
small portion of “that vast area.” It is 
being consumed in Tennessee and the 
immediately adjoining portions of 
Mississippi, Alabama, Georgia, South 
Carolina, North Carolina, and Ken- 
tucky, which is nothing to cheer wildly 
about. TVA’s power sales in the 1944 
fiscal year were but 451,826,000 kilo- 
watt hours greater than the 1944 sales 
of Consolidated Edison Company of 
New York, which serves all of three 
and the major portion of another of 
New York city’s five boroughs. And 
TVA’s energy sales in the same fiscal 
year were 1,916,670,000 kilowatt 
hours less than the 1944 electric sales 
of Niagara Hudson Power Corpora- 
tion, which serves only a part of New 
York state. Furthermore, TVA’s ex- 
cess of power exports over power im- 
ports could hardly cause a ripple in 
the vast area into which it poured. Its 
excess of 344,665,000 kilowatt hours 
was only 39.6 per cent of the total 1944 
kilowatt-hour sales of Dayton Power 
& Light Company alone. 


Ae: After stating on page 53 that 
“floods were causing an average 
annual loss of $1,780,000” before 
TVA came to the rescue, Mr. Duffus 
said, on page 94: 


Flood control, as former Chief Engineer 


e 


nessee and its tributaries during its more than eleven years of 


q “... TVA has built or acquired twenty-one dams on the Ten- 


active operation, at nineteen of which power development is 
one of the essential features. It has created 650 miles of 9- 
foot waterway from Paducah to Knoxville. Through the 
obvious device of permanently inundating all lands in the 
valley subject to normal overflow, it has erased the danger 
of all but unprecedented floods.” 
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Parker said, is “the most difficult and exact 
operation.” The excess water must go down- 
stream at a time when it will do the least 
harm. It must go down anyhow when the 
reservoirs are full. The reservoirs therefore 
must not be full when flood water is likely to 
come along. . . . Chattanooga must still 
have local protective works to guard against 
the block-buster floods that come at rare but 
unpredictable intervals. 

Mr. Duffus appears to have over- 
looked a couple of things. During a 
devastating flood on the Ohio-Missis- 
sippi river system in the spring of 
1937, Colonel R. C. Powell, Army di- 
vision engineer at Cincinnati, asked 
TVA to withhold the release of water 
at its Norris and Wheeler dams until 
levels in the lower Ohio and the Missis- 
sippi rivers had dropped. But TVA 
couldn’t comply with this request ; both 
reservoirs were brimful of water for 
power-making purposes. 

Then, too, as all engineers recognize, 
whatever flood protection may be pro- 
vided by TVA’s dams is due primarily 
to the fact that most of the lands sub- 
ject to overflow before their construc- 
tion are now permanently flooded by 
its reservoirs. Speaking at New Or- 
leans in November, 1944, William 
M. Whittington, chairman of the 
House Flood Control Committee, said : 


What flood control obtains in the Tennes- 
see valley? Instead of protecting the valley, 
the construction of dams from the mouth of 
the Tennessee to its source has converted the 
entire valley into reservoirs. Before the TVA 
was authorized, the greatest area that could 
be overflown was 420,000 acres. Now 360,000 
acres, or six-sevenths of the entire area, are 
under water in the reservoir bottoms of the 
Tennessee valley. 


| perveg to TVA’s 1944 annual 
report, the net expense or loss 
sustained in operating and maintaining 
its flood-control system was $917,004 
before any consideration of interest on 
the public funds invested in flood-con- 
trol facilities. And the report indicated 
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that a combined investment of about 
$320,000,000 had been made for flood 
control and navigation improvement. 

In June, 1938, when TVA’s invest- 
ment in the Wilson, Wheeler, and 
Norris dams totaled less than $100,- 
000,000, TVA’s directors, acting on 
the advice of its committee on financial 
policies, allocated 20 per cent of this 
investment to flood control, 28 per cent 
to navigation improvement, and 52 per 
cent to power development. This allo- 
cation formula later received presi- 
dential approval. Accordingly, if the 
combined investment for flood control 
and navigation improvement be split 
according to this formula, a flood-con- 
trol investment of $134,400,000 at the 
end of the 1944 fiscal year is indicated. 
During its 1944 fiscal year, the Federal 
government paid an average rate of 
1.9 per cent interest on the long-term 
money it had borrowed from its citi- 
zens, and, if this rate is applied to 
TVA’s flood-control investment, it 
shows that TVA should have paid a 
1944 interest bill of $2,553,600 on the 
public funds invested in its flood-con- 
trol works. Add this to the net loss of 
$917,004 sustained in flood-control ac- 
tivities, and you get a figure of $3,- 
470,604 as the cost to American tax- 
payers of TVA flood control during the 
1944 fiscal year. This is, of course, 
nearly twice the average annual flood 
loss in the Tennessee valley before 
TVA was established. 


N” is that all. The 360,000 acres 
of rich bottom land, on which 
abundant crops were grown in most 
pre-TVA years, not only are now out 
of cultivation for all time, but they 
have definitely been removed from the 
tax rolls of local governments to their 
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Surplus Electric Power 


oy recent years TVA has vastly increased its installed gen- 

erating capacity, with the result that there are times of the day 

or week or month when it has a surplus of power available for delivery 

outside its service area. But, at other times, not even its huge generating 

capacity can turn out sufficient energy to meet the peak demands of alumi- 

num manufacturers and other war industries in the valley, and it must 
import power from outside the valley.” 





great distress. This loss in taxes had 
such a profound effect on the revenues 
of local taxing bodies that Congress 
was forced a few years ago, over the 
protest of TVA supporters, to provide 
some measure of relief through in- 
creased TVA taxes and sums in lieu 
thereof. Yet, qualified experts re- 
peatedly testified that adequate flood 
control could have been secured for the 
Tennessee valley through the expendi- 
ture of but $81,134,000, with mainte- 
nance costs around $400,000 annually. 
Turning to navigation improve- 
ment, the twin of flood control in the 
major purposes of TVA, we find Mr. 
Duffus saying, on pages 96, 97: 

They [TVA’s 21 dams] provide 650 miles 
of 9-foot river channel to Knoxville, all the 
year round. . . . They increased river traffic 
from 32,658,951 ton-miles in 1933 to 161,- 
469,344 ton-miles in 1942, and this is a be- 
ginning. 
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According to TVA’s 1944 annual 
report, some 194,000,000 ton-miles 
of freight were borne on the Tennessee 
river in 1943, while the loss from 
TVA’s navigation activities, including 
depreciation, was $1,589,218. In addi- 
tion the Army Engineers incurred ex- 
penses of some $350,000 in maintain- 
ing the 9-foot waterway, making a to- 
tal net loss of close to $1,940,000 or 
about one cent per ton-mile for all the 
freight handled on the stream. This is 
more than the average per-ton-mile 
revenue received by all American rail- 
roads in 1943 and substantially more 
than their usual charge for the type of 
bulk freight carried on the Tennessee. 


HIs $1,940,000 is, of course, just 
the operating loss incurred by 
TVA and the Army Engineers in navi- 
gation activities and does not include 
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interest on the public funds invested in 
TVA’s navigation facilities. Using the 
same formula applied to flood control, 
the indicated investment in navigation 
works as of June 30, 1944, was in the 
neighborhood of $185,600,000, on 
which interest at 1.9 per cent would 
total $3,526,400. Add that to the out- 
of-pocket loss from navigation activi- 
ties suffered by TVA and the Army 
Engineers, and you get a total cost to 
American taxpayers of navigation on 
the Tennessee of $5,466,400, or about 
2.82 cents per ton-mile for every ton 
of freight carried on the stream. 
Ton-mile traffic on the Tennessee 
has been sharply expanded as a result 
of wartime industrial activity in the 
valley, but it is worth noting that Wil- 
liam M. Carpenter, Edison Electric In- 
stitute’s economist, said in the July, 
1936, Bulletin that if, instead of build- 
ing the then-existing dams, the Federal 
government had bought and promptly 
destroyed every ton of freight present- 
ing itself for passage on the Tennessee, 
the taxpayers of the nation would have 
been saved $2,700,000 in interest and 


out-of-pocket expenses alone. 


M® DuFFus really went out on a 
limb in his discussion of the 
taxes and payments in lieu of taxes, 
which are part of TVA’s operating 
costs. On page 65, he said: 


In 1938 the taxes or sums in lieu of taxes 
paid by TVA and its municipal and codp- 
erative customers were just about equal to 
what private companies paid. By 1943 they 
were considerably greater than what the pri- 
vate companies had paid. 


This is, at best, a half-truth. Neither 
TVA nor its municipal and codperative 
customers pay any taxes whatever to 
the Federal government, although pri- 
vately owned electric utilities handed 
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to Federal tax gatherers a little more 
than one-sixth of all the dollars they 
received in 1944 from sales of electric 
energy. Even in 1938, when Federal 
taxation of private enterprise was 
much lighter than it was last year, the 
privately owned power companies of 
the country paid $110,000,000 in Fed- 
eral taxes, or about one-eighteenth of 
their operating revenues. Had TVA 
and its power distributors paid Federal 
taxes in 1944 at the same rate paid by 
private power companies, its “taxes 
and sums in lieu of taxes” would have 
been increased by more than $5,500,- 
000. Even in 1938, the Federal tax bill 
of TVA alone would have been nearly 
$127,000. 


Fr another viewpoint, the state- 
ment that TVA’s 1943 taxes and 
sums in lieu of taxes “are considerably 
greater than what the private com- 
panies had paid”’ smacks of dishonesty. 
TVA made its first purchase of pri- 
vately owned electric utility facilities 
on June 1, 1934, when it acquired fa- 
cilities located in and adjoining the 
northeastern corner of Mississippi 
from Alabama Power Company, Mis- 
sissippi Power Company, and the 
Tennessee Electric Power Company. 
Since that original purchase, it has 
taken over practically every private 
power company in Tennessee, with the 
exception of a few small operations 
having combined 1944 operating reve- 
nues of around $2,500,000. The last 
major acquisition of private electric 
facilities was the purchase by TVA 
and its municipal arid codperative cus- 
tomers of the Tennessee Electric 
Power Company on August 15, 1939. 
And, obviously, once these utilities 
passed into public ownership, they 
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were no longer assessed by local taxing 
bodies. 

Between 1938 and 1944, the com- 
bined state and local tax bills of the na- 
tion’s privately owned electric utilities 
have increased 11 per cent, on the aver- 
age, in dollar volume, although the per- 
centage of operating revenues con- 
sumed by these exactions has remained 
constant. It is reasonable to assume, 
therefore, that if the private power 
companies acquired by TVA had re- 
mained in private hands, their state and 
local tax bills would have increased 
proportionately. TVA and its power 
distributors are, moreover, getting off 
light. 

Their combined state and _ local 
taxes and sums in lieu of taxes during 
the 1944 fiscal year were equivalent to 
71 mills for each dollar of operating 
revenues, or about 10 mills less than 
the average paid by private power com- 
panies in 1944. 


M* DuFFus would have us believe, 
by implication since he has care- 
fully avoided the matter of interest on 
the public funds employed, that TVA 
is paying its own way. Obviously, it 
isn’t. 

Not counting the World War I 
investment of $125,000,000 in facili- 
ties at Muscle Shoals which were given 


e 


to TVA, the “proprietary interest” of 
the Federal government in TVA—the 
appropriations received by TVA from 
Congress and owed to the United 
States—stood at $622,147,000. In 
addition, TVA has borrowed $63,- 
072,500 from the Reconstruction Fi- 
nance Corporation and the Federal 
Treasury through the pledge of a like 
amount of its bonds. But aside from 
some interest on these loans, TVA has 
failed to compensate the Federal gov- 
ernment for the annual cost of hiring 
the money it employs. In other words, 
while the Federal government taxed its 
citizens more than $13,820,790 during 
the 1944 fiscal year to pay interest on 
the $622,147,000 appropriated funds 
employed by TVA, the authority’s en- 
tire net interest bill for the year—in- 
terest on its $63,072,500 of bonds, less 
interest received from municipalities 
and codperatives on advances and loans 
—was but $621,579. 

In addition, although $56,000,000 
of bonds held by the Treasury call for 
interest at rates ranging from 1} per 
cent to 24 per cent, the Treasury has 
“temporarily” reduced the rate to 1 
per cent. And with the average cost of 
long-term money to the government 
standing at 1.9 per cent during the 
1944 fiscal year, TVA failed by $508,- 
500 to compensate the Treasury for 


crops were grown in most pre-TV A years, not only are now 


q “THE 360,000 acres of rich bottom land, on which abundant 


out of cultivation for all time, but they have definitely been 
removed from the tax rolls of local governments to their 
great distress. This loss in taxes had such a profound effect 
on the revenues of local taxing bodies that Congress was 
forced a few years ago, over the protest of TVA supporters, 
to provide some measure of relief through increased TVA 
taxes and sums in lieu thereof.” 


AUG. 2, 1945 


166 





THE VALLEY AND PROPAGANDA; ANOTHER PORTRAIT OF TVA 


interest paid in its behalf. Add that to 
the previously mentioned $13,820,790 
of unpaid interest on appropriated 
funds, and you find that TVA failed 
by more than $14,324,290 to pay the 
hire of the money it employed during 
the 1944 fiscal year. 


oe analysts have made the mis- 
take of adding TVA’s unpaid in- 
terest bill to the Federal taxes it did 
not pay, and proclaiming the total a 
subsidy from the nation’s taxpayers. 
This is incorrect. TVA’s net income 
from power operations in the 1944 fis- 
cal year totaled $14,115,691, which 
losses from navigation activities, flood 
control, fertilizer production, and mis- 
cellaneous pursuits reduced to $6,581,- 
628. But had TVA paid interest in full 
on all the public funds it employed, this 
consolidated net income would have 
been converted into a net loss of $7,- 
842,660, and, in that event, it is doubt- 
ful whether TVA would have incurred 
any Federal tax liability on its 1944 
operations, with the possible exception 
of the 3.3 per cent tax on electricity 
sold at retail. Nevertheless, no matter 
how you figure it, TVA has proved a 
financial flop and a taxpayers’ subsidy 
since it was established twelve years 
ago. 

Finally, on page 65, Mr. Duffus 
points to what the private power com- 
panies did to TVA when it was just 
a pup, and he does this, in part, by 
quoting from the Donahey Committee 
report, submitted to the House in 
1938 : 

The Commonwealth & Southern Corpora- 
tion furnished $20,000 to a local citizens’ and 
taxpayers’ association for use in a campaign 
(at Chattanooga) preceding a referendum 
on the construction of a municipal! distribu- 


tion plant. The Tennessee Electric Company 
(sic), a Commonwealth & Southern subsidi- 


167 


ary, used its salesmen to canvass votes in the 
referendum, lent employees to the citizens’ 
and taxpayers’ association, and assisted fi- 
nancially a Chattanooga newspaper which 
editorially opposed public power. 


ut Mr. Duffus “forgot” to men- 

tion that TVA was not exactly 
“Ivory soap pure” during the same 
campaign. The Electric Home and 
Farm Authority, then the appliance- 
selling and financing agency of TVA, 
established headquarters at Chatta- 
nooga in May, 1934, with some fifty 
employees. On September 19th a local 
showroom was opened with a banquet, 
attended by a large delegation of TVA 
officials from Knoxville, and David E. 
Lilienthal as principal speaker paid 
glowing tribute to Chattanooga. Soon 
after the banquet, the local staffs of 
TVA and Electric Home and Farm 
Authority were quietly expanded. 
About a month before the referendum 
of March 12, 1935, announcement was 
made that Electric Home and Farm 
Authority was to be developed into a 
nation-wide agency employing 1,500 
to 2,000 people, with the implication 
that Chattanooga was to-become its na- 
tional headquarters. 

About three weeks before the elec- 
tion, TVA announced that surveys for 
determining the feasibility of building 
Chickamauga and Guntersville dams 
in the Chattanooga area, the construc- 
tion of which would have stimulated 
Chattanooga’s trade, would be under- 
taken at once. And about five days be- 
fore the election, it was announced that 
power from Norris dam would be 
available to Chattanooga consumers in 
fifteen months. 

All steamed up by this carefully 
timed propaganda, the citizens of 
Chattanooga voted overwhelmingly for 
municipal ownership. 
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i Be came what may be called the 
“pay-off in reverse.” No sooner 
were the results of the referendum 
made known than Electric Home and 
Farm Authority employees began 
drifting out of town. Announcement 
was made on August 3lst that its 
Chattanooga headquarters were to be 
abandoned. By November 13th, not 
only was the Chattanooga showroom 
vacant but only two Electric Home and 
Farm Authority employees remained 
in the city. There was no need of more; 
the Chattanooga referendum had been 
“put over.” 

As Mr. Duffus has repeatedly em- 
phasized in his book, TVA has con- 
tributed substantially to the economic 
and social well-being of the Tennessee 
valley. But why shouldn’t it have done 
so? Since May of 1933 it has spent in 
the neighborhood of $700,000,000 in 
a region of some 60,000 square miles, 
which is less than the area of Missouri. 
And regardless of the merits or eco- 
nomic justification of its construction 
and development activities, the ex- 
penditure of so vast a sum in so limited 


an area was bound to be reflected in 
increased business activity and a 
higher standard of living for its peo- 
ple. Particularly is this true of a proj- 
ect which failed by more than $14- 
300,000 to pay the hire of the capital 
which it employed during the 1944 
fiscal year. 

Even the $7,000,000 which Mr. 
Ickes, as PWA Administrator, squan- 
dered during 1935 on the Passama- 
quoddy tidal power project brought 
some measure of increased prosperity 
to that section of Maine in which the 
money was spent. 

Mr. Duffus mentioned that 80 per 
cent of TVA’s power “is going to 
war,” and therein may lie the reason 
for the marked step-up in TVA’s 
propaganda output since 1941. Per- 
haps it is doing its best to sell itself 
to the American taxpayers as a suc- 
cessful undertaking while the going is 
good, and before transition from a 
wartime to a peacetime economy re- 
duces industrial demands for its 
power, and its so-called profits begin 
to slip. 





Executive Pay 


6CA RECENT study of executive remuneration by the National 

Industrial Conference Board turned up some interest- 

ing conclusions. Executive pay was worked out as a percentage 

of the sales dollar and great variation was found by industries. 

Moreover, it was revealed that small company executives draw 
more than their fellows in the big companies. 

“Topping the list of 407,053 companies in 1941 were execu- 
tives of automotive repairs, service, and garages, who received 
6.6 per cent of sales. Printing and publishing pays out 4.4 
per cent of sales to executives. Steel offers a mere 1.4 per cent, 
and automobiles .4 per cent. 

“Some group percentages follow: retail trade, 2; wholesale 
trade, 1.7; total manufacturing, 1.5; public utilities, 9; and 
amusement, 2.8.” 

—EDITORIAL STATEMENT, 
Nation’s Business. 
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Is Gas Pressure Regulator 
A Local Facility? 


An interesting question of fact which, as the author 

points out, is a fundamental inquiry affecting the 

jurisdiction of the Federal Power Commission under 
the Natural Gas Act. 


By BENJAMIN MILLER 


HE authority of the Federal 
[et Commission to regulate 
the accounting of companies 
which distribute natural gas may de- 
pend upon the answer to the question, 
“Is a pressure regulator a local distri- 
bution facility, or is it a facility for in- 
terstate transportation ?” And the ques- 
tion seems to be one of fact, and not 
of law. Such, at least, is the apparent 
teaching of the United States Supreme 
Court in the case of the Connecticut 
Light & P. Co. v. Federal Power 
Commission,’ decided March 26, 1945. 
In this case the company purchased 
electrical energy at 66,000 volts from 
an unaffiliated concern. It transforms 
this energy to 4,600 and 13,800 volts 
by means of a substation, and then 
transmits the energy over many cir- 
cuits to consumers. The Federal Power 
Commission held that the substation 


158 PUR(NS) 1, 65 S Ct 749. 
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was a facility for the transmission of 
electric energy as distinguished from 
the local distribution thereof, and that 
this made the company subject to its 
jurisdiction, and the court of appeals 
sustained the commission, but errone- 
ously, as the Supreme Court inter- 
preted the law. The situation seems to 
be exactly analogous to a situation 
where a local gas-distributing company 
buys gas at pipe-line pressure from an 
interstate transporter of natural gas, 
then reduces the pressure and transmits 
the gas at reduced pressure to its cus- 
tomers. In fact, the commission in its 
opinion cited two previous United 
States Supreme Court cases which in- 
volved natural gas transportation into 
a state and sales of gas at retail therein.* 
In these cases the sales within the state 


2Southern Nat. Gas Corp. v. Alabama 
(1937) 301 , 148, 81 Led 070. and East Ohio 
Gas Co. v. Tax Commission (1931) 283 US 
465, 75 L ed 1171. 
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were said by state-taxing authorities to 
be intrastate business, while the com- 
panies contended they were in inter- 
state commerce and hence there was 
not state jurisdiction to tax. On the 
basis of these cases, it appears, the Fed- 
eral Power Commission announced 
and applied a rule of law which, the 
Supreme Court said, excluded from the 
business of local distribution the proc- 
ess of reducing energy from high to 
low voltage in subdividing it to serve 
ultimate consumers; and by thus ex- 
cluding the substation from the cate- 
gory of facilities used for local distri- 
bution seemed to nullify the exemption 
from Federal Power Commission ju- 
risdiction which Congress had put into 
the Federal Power Act. But this is an 
erroneous view of the law established 
by the decisions in the Southern Nat- 
ural Gas Corporation and East Ohio 
Gas Company cases. In both cases it 
was held that the distribution of gas at 
low pressure to consumers is a local 
business, but this was not a holding 
that the process of reducing it from 
high to low pressure is not also part 
of such local business. Indeed, in 
neither case was it necessary to deter- 
mine the exact point at which interstate 
commerce ceased and intrastate began. 


cy, course there is some difference 
between the wording of the Nat- 
ural Gas Act and the Federal Power 
Act, but to a layman the intent of Con- 
gress seems, in both cases, to have 
been that the regulation of local com- 
panies be left in state control. 

Section 201(b) of the Federal 
Power Act, which has been construed 
in this case, says: “The commission 
shall have jurisdiction over all facili- 
ties for such transmission or sale of 
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electric energy, but shall not have ju- 
risdiction, except as specifically pro- 
vided in this part and the part next fol- 
lowing, over facilities used for the gen- 
eration of electric energy or over fa- 
cilities used in local distribution or only 
for the transmission of electric energy 
in intrastate commerce, or over facili- 
ties for the transmission of electric 
energy consumed wholly by the trans- 
mitter.” Section-1(b) of the Natural 
Gas Act says: “The provisions of this 
act shall apply to the transportation of 
natural gas in interstate commerce, to 
the sale in interstate commerce of nat- 
ural gas for resale for ultimate public 
consumption for domestic, commer- 
cial, industrial, or any other use, and 
to natural gas companies engaged in 
such transportation or sale, but shall 
not apply to any other transportation 
or sale of natural gas or to the local 
distribution of natural gas or to the fa- 
cilities used for such distribution or to 
the production or gathering of natural 
gas.” Concerning the Federal Power 
Act the Supreme Court said: “It does 
not seem important whether out-of- 
state energy gets into local distribution 
facilities. They may carry no energy 
except extrastate energy and still be 
exempt under the act. The test is 
whether they are local distribution fa- 
cilities. . . . The order must stand or 
fall on whether this company owned 
facilities that were used in transmis- 
sion of interstate power and which 
were not facilities used in local distri- 
bution.’””* 


ne pment “natural gas” for “en- 
ergy” and “power” in this quota- 
tion and the result is that a local dis- 


8 Connecticut Light & Power Co. v. Fed- 
eral Power Commission, supra, 58 PUR- 
(NS) at p. 11. 
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Need for Checking Pressure Regulators 


“.. both pipe-line companies and distribution companies should check 

the operation of their pressure regulators to determine whether they are 

being used in interstate transportation alone, or in interstate transporta- 

tion and local distribution as well... . It therefore behooves all companies 

handling natural gas produced in one state and consumed in another to 

give careful study to all their facilities which may be used in local 
distribution.” 





tributing company is not subject to 
Federal Power Commission jurisdic- 
tion even though out-of-state natural 
gas flows through its facilities, pro- 
vided all of such facilities are used in 
local distribution of gas. This may be 
true even though gas is sold to other 
local distributing companies for resale, 
for the Connecticut Light & Power 
Company “serves 107 towns, cities, 
and boroughs of Connecticut with a 
total population of about 660,000 and 
in addition supplies substantially all 
the power used by local companies 
which serve communities of Connecti- 
cut having a population of 130,000.’* 

The Supreme Court did not under- 
take to decide whether the substation 
was or was not used in local distribu- 
tion, because it is for the Federal 
Power Commission to find the facts. 
Presumably, therefore, it would be for 
the Federal Power Commission to find 


#58 PUR(NS) at p. 5. 
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whether a pressure-reducing station is 
or is not used in local distribution. But 
the Supreme Court pointed out that 
such a finding must be supported by 
substantial evidence, not only “Expert 
testimony received by the commission 
on the subject from the commission’s 
own experts . . . predicated upon the 
commission’s understanding of the 
law.’””® 


I N the dissenting opinion, which stated 
that the commission’s order should 
be upheld, it is pointed out that the “pre- 
cise dividing line between interstate 
transmission and local distribution can 
only be drawn by those familiar with 
the engineering and electrical problems 
involved,’ and that “no opinion in this 
court has purported to decide at what 
precise point interstate transmission of 


558 PUR(NS) at p. 13. 
658 PUR(NS) at p. 17. 
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electrical energy ends and local distri- 
bution commences.” 

But the majority opinion, however, 
makes it clear that as an engineer- 
ing matter there is no dividing line 
—‘Technology of the business is such 
that if any part of a supply of electric 
energy comes from outside of a state 
it is, or may be, present in every con- 
nected distribution facility. Every fa- 
cility from generator to the appliance 
for consumption may thus be called one 
for transmitting such interstate power. 
By this test the cord from a light plug 
to a toaster on the breakfast table is a 
facility for transmission of interstate 
energy if any part of the load is gen- 
erated without the state.’”* 

Though gas is material, and elec- 
tricity is not, as a practical engineering 
matter it would be equally correct to 
say that if any part of a supply of nat- 
ural gas comes from outside of a state 
such out-of-state natural gas may be 
present in every connected distribution 
facility, and every facility from the 
producing well to the appliance burner 
is a facility for the transportation of 
natural gas in interstate commerce if 
any part of the gas burned in an ap- 
pliance came from a well in another 
state. 


tig therefore appears that Congress 
could have given the Federal Power 
Commission jurisdiction over every 
local gas company which handles gas 
produced in another state. While elec- 
trical energy was the subject of discus- 
sion, gas could as well have been where 
the Supreme Court said: “It has never 
been questioned that technologically 
generation, transmission, distribution, 


758 PUR(NS) at p. 16. 
$58 PUR(NS) at p. 10. 
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and consumption are so fused and in- 
terdependent that the whole enterprise 
is within the reach of the commerce 
power of Congress, either on the basis 
that it is, or that it affects, interstate 
commerce, if at any point it crosses a 
state line. Such a broad and undivided 
base for jurisdiction of the Power 
Commission would be quite unobjec- 
tionable and perhaps highly salutary if 
the United States were a unitary gov- 
ernment and the only conflicting inter- 
ests to be considered were those of the 
regulated company. 

“But state lines and boundaries cut 
across and subdivide what scientifical- 
ly or economically viewed may be a 
single enterprise. Congress is acutely 
aware of the existence and vitality of 
these state governments. It sometimes 
is moved to respect state rights and 
local institutions even when some de- 
gree of efficiency of a Federal plan is 
thereby sacrificed. Congress may think 
it expedient to avoid clashes between 
state and Federal officials in adminis- 
tering an act such as we have here. 
Conflicts which lead state officials to 
stand shoulder to shoulder with private 
corporations making common cause of 
resistance to Federal authority may be 
thought to be prejudicial to the ends 
sought by an act and regulation more 
likely to be successful, even though 
more limited, if it has local support. 
Congress may think complete central- 
ization of control of the electric indus- 
try likely to overtax administrative ca- 
pacity of a Federal commission. It 
may, too, think it wise to keep the hand 
of state regulatory bodies in this busi- 
ness, for the ‘insulated chambers of the 
states’ are still laboratories where many 
lessons in regulation may be learned by 
trial and error on a small scale without 
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involving a whole national industry in 
every experiment. 
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B” Congress intended to limit the 
jurisdiction of the Federal Power 
Commission over the electric industry, 
to exempt from that jurisdiction com- 
panies whose facilities were used in in- 
terstate transmission of electrical en- 
ergy if those facilities, all of them, 
were also used in local distribution, and 
to place under the jurisdiction of the 
Federal Power Commission only those 
companies which had facilities which 
were used in interstate transmission 
but were not used in local distribution. 
And if the substation used to transform 
from high voltage suitable only for 
transmission to lower voltage suitable 
for local distribution is not used in local 
distribution, then it may be that it is 
used only in interstate transmission, in 
which case the Federal Power Com- 
mission has jurisdiction over the sub- 
station as well as the company which 
employs it. 

If the Federal Power Commission 
finds as a fact that such a substation is 
not used for local distribution, and is 
used for interstate transmission, then 
its jurisdiction may be based on that 
finding. If the finding is supported by 
substantial evidence, it is conclusive. 

So in the natural gas industry, where 
the local company receives gas un- 
der a high pressure suitable only for 
transmission, and reduces the pressure 
to that suitable for local distribution, 
the question will be: “Is the pressure 
regulator used only in interstate trans- 
portation of natural gas, or is it used 
also in local distribution of natural 
gas ?” The answer is a fact, to be found 
by the Federal Power Commission. It 


—_—_— 
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would seem that the answer will not 
always be the same, and that in each 
case there must be an engineering 
study, on which expert testimony can 

be based and offered to the FPC. 
While the discussion has been con- 
cerned with the jurisdiction of the 
Federal Power Commission over local 
companies, it must not be forgotten 
that the jurisdiction of states over in- 
terstate companies is also involved. If 
the interstate company owns or oper- 
ates a pressure regulator, and if the 
pressure regulator is being used in lo- 
cal distribution, both a state and the 
Federal Power Commission may have 
jurisdiction over the company with re- 
gard to accounting matters, for § 8(a) 
of the Natural Gas Act provides: 
“That nothing in this act shall relieve 
any such natural gas company from 
keeping any accounts, memoranda, or 
records which such natural gas com- 
pany may be required to keep by or un- 
der authority of the laws of any state.” 
Thus both pipe-line companies and 
distribution companies should check 
the operation of their pressure regu- 
lators to determine whether they are 
being used in interstate transporta- 
tion alone, or in interstate transporta- 

tion and local distribution as well. 
And while the facility which the 
Connecticut Light & Power Company 
operates which may subject it to Fed- 
eral Power Commission regulation is a 
voltage-transforming substation, and 
while the analogous facility in the nat- 
ural gas industry is a pressure-reducing 
station, the laws speak only of “‘facili- 
ties.” It therefore behooves all compa- 
nies handling natural gas produced in 
one state and consumed in another to 
give careful study to all their facilities 
which may be used in local distribution. 
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On Staying in Business 


Some thoughts which the author believes should be 
of abiding interest to the owners and managers of the 
privately owned electric industry. 


By FREDERICK H. McDONALD 
DIRECTOR, COMMUNITY RESEARCH INSTITUTE 


‘ N J HEN the Community Research 

Institute several years ago be- 

gan its studies of the elements 

that control the progress of communi- 

ties, we developed facts that have led 

us to recent findings on the electric util- 

ity industry which may point to the 

solution of your most critical problem 
—the survival of private ownership. 

Basically, we found that communi- 
ties are the functional units of which 
states, regions, and nations are 
formed ; and that the progress of com- 
munities is dependent upon their occu- 
pational income and payrolls. Hence, 
it is obvious that the progress of any 
area can be assured by promoting the 
growth of the income and the payrolls 
in each of its communities. 

When we set out to identify a logi- 
cal agency which might undertake such 
a community responsibility, we suc- 
cessively discarded political and volun- 
teer units, because they all lack the fac- 
tual outlook and the continuity that are 
essential to realistic programs. This 
brought us to corporate enterprise ; and 
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we found that the electric utility is the 
one enterprise that touches every ac- 
tivity—because everyone is its cus- 
tomer—and that it has ample justifica- 
tion for promoting the progress of its 
territory. We also found that the pri- 
vate utility is a quasi public institution, 
already dedicated to public service. 
And we began to wonder why the elec- 
tric utility has not stepped out every- 
where as the explicit promoter of the 
economic advancement of the com- 
munities it serves. 

In fairness, we have found a number 
of utilities that do have this purpose be- 
hind activities they foster. But, mostly, 
we have found that the electric compa- 
nies are wary of undertaking even con- 
structive activities openly, for fear of 
public suspicion of their motives. In 
fact, most utilities sense such a grow- 
ing attitude against their profitable op- 
eration, that their executives live in a 
Gestapo atmosphere of being constant- 
ly “on the spot” ; and when they do con- 
tribute to the welfare of the commu- 
nity, they do it silently and through 
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ON STAYING IN BUSINESS 


other agencies. Then we undertook to 
find why the electric utility is in the 
public “doghouse”—why it has failed 
to gain popular support for its private 
operation, as against public ownership. 


eo of course, is the essence of 
the problem of public relations. I 
know that many of you who read this 
have been spending effort and money 
to gain just that kind of good will. But 
I suggest that it is time for you to audit 
your status and to determine if the 
methods now being accepted as good 
practice will insure your staying in 
business. And before you let your 
hackles rise in what you feel is a 
righteous indignation, let’s take a look 
at the picture. 

Viewing the industry as a whole, do 
you know of any electric companies 
that are certain they will not face mili- 
tant movements to reduce rates, re- 
gardless of justification, as soon as the 
tacit armistice which the war has put 
on this practice begins to melt away? 
How many systems do you know of 
that are not facing new movements for 
public power in or adjacent to their 
territory, in the form of river valley 
authorities, flood and power dams, 
municipal plants, and electric codp- 
eratives that are only waiting for the 
war to end? Or, considering the units 
of public power already in operation— 
even though they have been foregoing 
competition for the “duration” —how 
many do you think will not go “hog 
wild” in appropriating loads from their 
adjoining utilities, to justify capacity 
that will be idle after the war is over? 
Perhaps, also, you know of a locality 
or two where public ownership is al- 
teady moving toward the purchase or 
the condemnation of private systems? 
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Finally, getting closer home, is your 
own system free of these shadows? 
Unless you can give a whopping 
“No!” to those questions, then the an- 
swer is one that many in the industry 
are frankly aware of, and many more 
are beginning to realize—the electric 
industry is losing ground steadily as a 
field for private enterprise. This is hap- 
pening in spite of the millions of dol- 
lars being spent under the prevailing 
concepts of “how to gain good will.” 


HOSE ought to be impossible con- 

clusions in a nation where the 
benefits brought to the public by pri- 
vate enterprise can be charted in a 
graphic measure of rising values at 
lower prices. It is a heart-breaking 
slap at the electric industry which has 
the outstanding record of a steadily 
downward slope of prices over its last 
quarter of a century of operation. 

Yet, unless you honestly believe that 
“compromise” will be the miracle that 
will permanently stop these movements 
against private operation, it looks as if 
there must be factors in public psy- 
chology which still have to be counter- 
acted, if private enterprise is to stay in 
business in the electric utility field. It 
is to those factors that I and my asso- 
ciates have directed our studies. We 
are confident we have identified them 
and that we have found remedies that 
are practical because they are a natural 
evolution of your industry’s character 
as an institution of public service. 

Without going into the details of our 
research or the processes by which we 
arrived at solutions, we will deal here 
only with conclusions. 

So far, the electric industry has been 
trying to sell the public on the merits 
of private ownership by way of local 
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Merits of Private Ownership 


“.. . the electric industry has been trying to sell the public on the merits 
of private ownership by way of local and national advertising, radio 
entertainments, and some extra services from company personnel, all 
stressing the general idea that private ownership will give a better service 
and a constantly cheaper product. These appeals have been based on a 
FALSE PREMISE AND ON A FALSE IMPLICATION OF FACT.” 





and national advertising, radio enter- 
tainments, and some extra services 
from company personnel, all stressing 
the general idea that private ownership 
will give a better service and a con- 
stantly cheaper product. These appeals 
have been based on a false premise 
and on a false implication of fact. 

Your false premise is in the assump- 
tion that the public is the source of its 
own opinion, and that logical appeals 
in behalf of private enterprise will 
shape the opinion of the public to favor 
private ownership. Actually, it is what 
you do, and not what you or others 
say, that shapes public opinion about 
you. . 

In other words, you have to look 
to yourself—your utility is the cause 
and the source of public opinion for 
or against you. Actions still speak 
louder than words. So much for the 
false premise. 
AUG, 2, 1945 


HE false implication of fact is that 

your claim of constantly lowering 
prices implies that you will serve the 
public more cheaply than public own- 
ership. The fact is that wherever it oc- 
curs, public power always undersells 
its competing private utility—regard- 
less of costs. Never mind the questions 
you are quite justified in raising on the 
indirect costs of taxes; the inadequate 
allocation and the plain writing-off of 
investments ; and on political versus ex- 
perienced management. The fact is that 
when monthly bills are compared, you 
find the source of public opinion. As 
far as the public is concerned, public 
power is cheaper. So much for your 
false fact, as it registers with the pub- 
lic. 

We consider that these conclusions 
point to two precepts : You do not have 
to advertise for good will if your ac- 
tions are accepted as being in the pub- 
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ON STAYING IN BUSINESS 


lic interest; and it is useless to adver- 
tise for good will if the public believes 
it has evidence that your actions are not 
in the public interest. 

Of course you can say, and fairly, 
that you can make a rational showing 
that the actions of the private utility 
are in the public interest, and that you 
are trying to prove that very point 
through advertising, because the public 
does not realize the merits of your case. 
Our answer is that you are ignoring 
the message in that monthly bill—the 
bill of the private utility is still higher 
than the bill for public power. As far 
as the public is concerned, the deeds of 
public power speak for themselves in 
the basic appeal to human nature. That 
appeal offers more folding money to 
the pocketbooks of the public! 

We are convinced that until private 
enterprise meets the public with that 
identical appeal in the electric industry, 
that you will never halt the movements 
for rate reductions, for river valley 
authorities, and for the public owner- 
ship of your business. 


thr you do this ? We think you can. 
The answer does not lie in com- 
petitive rate reductions. Public power 
will progressively undersell the utili- 
ties and you will ruin yourselves in rate 
reductions that have no bottoms. 

But we think you can make a regu- 
lar business of developing new bene- 
fits ina new public service that will be 
gainful to the public in ways beyond 
what your customers get from the elec- 
tricity they buy from you. We think 
there are also certain truths which are 
advantageous to the utilities and to 
the public which can be convincingly 
demonstrated in regular operations. 
We believe that wherever these com- 
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bined proofs of greater benefits are 
earnestly given in practice, these ac- 
tions will gain preference and support 
for private ownership. We can see no 
substitute for that principle. 

As the basic new service, we suggest 
that your company would find it logi- 
cal and profitable to organize public 
programs to promote the economic ad- 
vancement of all the communities you 
serve. 

By this we do not mean the hiring 
of more operatives to demonstrate 
more profitable uses for electric equip- 
ment. 

We do not mean just adding 
new personnel in the form of agricul- 
tural, industrial, cooking, or home 
economics advisers, who will make 
periodic visits to communities or to 
customers. Nor do we mean the mere 
spending of money for radio programs 
or advertisements or elaborate publica- 
tions, which talk of community service. 
We mean the down-to-the-earth, fac- 
tual working out of scientifically de- 
signed procedures that will actually 
create new income and new payrolls in 
cobperation with the citizens of every 
community you serve. You can do this; 
and when you make it a fact, you can 
meet the argument for public power 
without reducing your rates—because 
you will put more money in the pocket- 
books of your public! 


Gore a service will meet for you the 
great limitation on your operations 

—the fact that increases in load and in 
revenue must come from within the 
limits of your system. This new service 
will intensify the internal growth of 
your territory and it will develop an in- 
creasing purchasing power, of which 
you will get an automatic share of each 
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added dollar. We think this new public 
service can be organized and imple- 
mented as a logical extension of your 
franchise to render a public service, 
and that it would be reasonable to ex- 
pect that its costs would be quickly 
recognized by taxing and by regulatory 
authorities as a justifiable and allowed 
charge against your revenue, before in- 
come taxes and before your allowed 
rate of return. Thus, not only will this 
service increase your gross revenue, it 
will not reduce your net earnings. 
Many of you have recognized the 
principle of this service; and some are 
doing excellent jobs under it. But are 
you doing it in partnership with the 
public? You will know that your ef- 
forts are successful and that your busi- 
ness is safe when you can count upon 
your customers to demand your serv- 
ice and to join with you in fighting un- 
warranted attacks on your rates or 


against movements for the public ap- 
propriation of your business. 

But if you do not feel this confidence 
in your safety, it is high time to go 
after it. We do not believe there is any 
other way your company can so firmly 
establish its essentiality than by becom. 
ing publicly recognized as the agency 
that makes a business of actually in- 
creasing the prosperity of every com- 
munity you serve. Why shouldn’t the 
public demand that kind of service— 
and defend it? 

To gain this recognition, the job 
must be done well and in your name— 
the honored custom of doing good 
works silently must be abandoned in 
favor of the bold and persistent iden- 
tification of your company with the 
operations of every beneficial service 
you contrive. It is time to fire up in the 
public interest—to shuck the bushel 
basket and let your light shine forth! 





More Government Spending? 


eal iy war has created a situation under which the great 
bulk of industry is now directly or indirectly dependent 
on government orders. The unthinking have come to regard 
this as a normal situation. Jobs cannot be maintained, they sup- 
pose, unless the stoppage of government war orders is immedi- 
ately followed by government peace orders. If their supposition 
were right, the peace orders would have to equal the war orders, 
and we should have to keep up government spending at the same 
fantastic level that we must maintain in war.” 


—EpiTor1AL STATEMENT, 
The New York Times. 
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Government Utility 
Happenings 


A investigation, headed by Repre- 
sentative Boren (Democrat, Okla- 
homa), appears to be the outcome of the 
attack delivered in the House of Repre- 
sentatives on July 6th by the Oklahoma 
legislator. Boren condemned the sale of 
utility subsidiary interests by holding 
company systems to ostensible public 
ownership groups at allegedly inflated 
prices, resulting in large fees to pro- 
moters and other special interests. He 
criticized various banking interests, 
property sales promoters, and some hold- 
ing company managements. Boren’s re- 
marks evidently impressed the House 
Interstate and Foreign Commerce sub- 
committee, which on July 10th, in execu- 
tive session, authorized the investigation. 

Two years ago Boren sponsored a 
resolution (HJ Res 140) to suspend op- 
eration of the “death sentence” for the 
duration. This year he introduced a bill 
(HR 672) to restrain the Federal Power 
Commission from encroaching on the ju- 
risdiction of the state utility commis- 
sions (not acted upon). 

It was the recent sale of Nebraska 
Power Company stock that was Boren’s 
principal target. He charged that the 
stock was “unloaded” by its holding 
company owners (required to dispose of 
such control under the Holding Com- 
pany Act) to a committee of Omaha citi- 
zens who plan to turn over the property 
tothe city at a fancy figure, netting hand- 
some returns for the parties concerned, 
notably Guy C. Myers, well-known pub- 
lic ownership promoter. He observed 
that the law as it now stands makes such 
procedure legal and added that a similar 
widespread plan is under way for sys- 
tematic acquisition of utility properties 
by “fake public ownership” outfits, pick- 
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ing up utility properties orphaned by 
holding companies under the Federal 
Act. He mentioned properties in Louis- 
ville, Cincinnati, and the Bonneville area 
as likely prospects for such treatment. 

Notwithstanding the sensational 
charges, which gave utility and banking 
circles alike reason for some concern, it 
is not clear just what purpose the Okla- 
homa Congressman has in mind—be- 
yond the immediate aim of starting an 
investigation. Already a member of the 
Securities subcommittee of the House 
Interstate and Foreign Commerce Com- 
mittee, Boren was appointed, along with 
Representatives Murphy (Democrat, 
Pennsylvania) and Reece (Republican, 
Tennessee), to make an investigation 
with a view to tightening up the Holding 
Company Act. Some special funds were 
necessary to make the investigation effec- 
tive, but it was regarded as likely that 
they would be forthcoming because no- 
body appeared to oppose such an investi- 
gation. 


EPRESENTATIVE Buffett (Republican, 
Nebraska) and Governor Griswold 

of Nebraska, while deploring Boren’s 
extreme remarks about Nebraska citi- 
zens, welcomed an inquiry, as did lead- 
ing parties to the Omaha deal. There is 
some speculation that Boren’s probe, if 
it gains notice, may result in a recom- 
mendation to eliminate tax-exempt fea- 
tures of public agency securities used to 
finance utility property acquisition where 
the deal does result in bona fide public 
ownership operation. This suggests the 
Carlson Bill (HR 2014), already pend- 
ing, to curb municipal tax exemption in 
financing utility property acquisitions 
through revenue bonds where bona fide 
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public operation of properties does not 
result. 

At his home in Lakeville, Connecticut, 
Howard L. Aller, president of the 
American Power & Light Company, 
made the following statement: 


I am not in sympathy with the socialistic 
trend evidenced by the spread of public own- 
ership of electric utility properties. We have 
in no instance either formulated a plan for 
or initiated a transaction involving the sale 
of properties of our subsidiaries to any pub- 
lic power group. We have been forced by 
circumstances entirely beyond our control to 
sell to public bodies certain properties in 
Texas several years ago and in Nebraska 
last December. . . . 

With exception of Nebraska Power Com- 
pany, all the privately owned electric utili- 
ties in Nebraska were sold to public bodies 
more than three years ago. Effort was made, 
beginning in 1937, to compel our company to 
dispose of our interest in Nebraska Power 
Company to some public body. At that time 
J. D. Ross, formerly a member of the SEC 
and prior to that time manager of the munic- 
ipal electric utility in Seattle, Meg ag: ee 
called on me accompanied by Guy C. ers 
of New York and stated that he had been 
sent by an important person in the adminis- 
tration to endeavor to induce us to dispose 
of our interests in Nebraska so that all of 
the utility properties in that state might be 
publicly owned. He stated that he was pre- 
pared to pay a price for the property of $5,- 
000,000. This price would have yielded an 
amount for the common stock somewhat in 
excess of the amount we received last De- 
cember. Mr. Ross stated that this price was 
offered with the full knowledge and approval 
of his principals in Washington. Upon our 
refusal to sell our interest, a 6-year con- 
troversy ensued, during the last two years of 
which the newspaper in Omaha led the 
forces for public power endeavoring to de- 
stroy the values inherent in the efficiently op- 
erated and locally popular Nebraska Com- 
pany. 

During this period an offer was made to 
us for our interest in Nebraska Power Com- 
pany by the Consumers Public Power Dis- 
trict, a public body of Nebraska, and also 
an offer was made by a “panel” of Omaha 
citizens, appointed by the mayor of Omaha, 
created to acquire the property of Nebraska 
Power Company through the medium of a 
nonprofit corporation. In addition, an offer 
was made to us by the peoples power com- 
mission of Omaha, a public power district 
comes by the legislature of Nebraska in 
1 


All of these offers were in the same 
amount; that is, they were computed from 
the same formula. This same price formula 
was employed last December when we sold 
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our interest to the Omaha Electric Commit. 

tee, a nonprofit corporation. 

Due to several lawsuits which prevented 
the peoples power commission of Omaha 
from functioning, certain of the commis- 
sioners of that body, who were appointed by 
the governor and the mayor of Omaha, be. 
came the organizers of this nonprofit corpo- 
ration, called the Omaha Electric Commit. 
tee, Inc. This company purchased from us 
the common stock of the Nebraska Power 
Company and the organizers made public 
statement at the time that their sole purpose 
was to turn the property over to such public 
body as would be empowered to own and 
operate it. New legislation, enacted by the 

ebraska legislature in the spring of 1945 
without a dissenting vote, made possible the 
creation of a public power commission with 
power to acquire and operate these proper- 
ties, and such a body is in process of being 
organized. 

It is obvious that to socialize the electric 
utility industry, through acquisition by pub- 
lic bodies which are instrumentalities of the 
United States or by any of the several states 
or their subdivisions, causes the loss of in- 
come taxes to the Federal government. Con- 
gress alone can remedy this socialistic trend. 
No cure for the trouble can be found in 
vituperation or by making false charges 
against the utilities, investment bankers, or 
the investing public who are seeking tax-free 
investments. This trend to socialism can only 
be reversed by legislation which will tax 
all publicly owned utilities equally with the 
privately owned utilities. 

Replying to Boren on the floor of the 
House, Representative Buffett explained 
that the Omaha deal resulted from ef- 
forts by Omaha citizens going back sev- 
eral years to take over control of the 
properties of the Nebraska Power Com- 
pany when they learned of the likelihood 
that the parent holding company—Amer- 
ican Power & Light—would have to dis- 
pose of its holdings in the Nebraska 
Power Company in order to comply with 
the Holding Company Act. Mr. Buffett 
continued, in his statement in the House 
on July 9th: “Immediately, public 
spirited citizens became active in efforts 
looking toward the acquisition of Ne 
braska Power by the city of Omaha.” 

The committee, he explained, now 
functions “as a temporary vehicle to 
bridge the gap between private and pub- 
lic ownership” and meanwhile the prop- 
erty is paying full Federal taxes. _ 

“Whether the price paid was high or 
low, it was the Federal government that 
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GOVERNMENT UTILITY HAPPENINGS 


is largely responsible for the legal ob- 
stacles and trick hurdles used by the 
seller in making difficult the consumma- 
tion of public ownership,” the Congress- 
man added. 

Governor Griswold said he did not 
know what the property was worth and 
doubted that Mr. Boren was “any more 
qualified than I to pass an opinion along 


that line.” The governor said a congres-, 


sional investigation of the sale would be 
all right with him. 


REPERCUSSION of the Boren charges 
A was heard in Philadelphia on July 
%h when officials of Louisville, Ken- 
tucky, were charged with attempting to 
drive down the value of utility common 
stock before the Securities and Exchange 
Commission. The charge was made by 
George C. Mathews, vice president of 
Standard Gas & Electric Company, and 
himself a former member of the SEC. 
The hearings were on the proposed dis- 
position of the Louisville Gas & Electric 
Company, a subsidiary of Standard. 
Mathews accused Mayor Wyatt of 
Louisville of using threats of litigation 
and publicity to drive down the value of 
the Louisville common stock, ostensibly 
for the purpose of ultimate purchase by 
the city at distress price. The city is seek- 
ing to buy and operate the properties un- 
der a municipal utilities commission. 
Counsel for the operating utility asked to 
have the recent statement in the House 
of Representatives by Representative 
Boren included in the record of the SEC. 


*x* * * * 


HE long-drawn-out Hetch Hetchy 

dispute has been settled. Last month 
the U. S. District Court and Secretary of 
Interior Ickes approved a contract for 
the sale of Hetch Hetchy power by the 
city of San Francisco to the Modesto- 
Turlock Irrigation districts. The contract 
contains an amendment which specifies 
the districts will not resell Hetch Hetchy 
power to any privately owned utility com- 
pany. This was regarded by Ickes as 
complying with the Raker Act of 1913, 
which forbids the sale of public power 
from the Hetch Hetchy project through 
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any but public agencies. Ickes previously 
had ruled that other power contracts 
with the city, with magnesium and ce- 
ment plants, and also with the Aluminum 
Company of America and Pacific Gas 
and Electric Company as the buyer of 
“dump power,” constituted “technical 
compliance” with the Raker Act. 

The Hetch Hetchy contracts will bring 
annual revenue amounting to $2,000,000 
to the city, representing a loss of about 
$175,000 a year, as compared to the city’s 
previous contracts for the sale of Hetch 
Hetchy power to Pacific Gas and Elec- 
tric, which were outlawed in the Federal 
courts. The city will pay PG&E about 
$700,000 for the use of its distribution 
facilities within the city in order to sup- 
ply its own power to its railway system 
and public buildings. Net result of the 
contract, however, does not require the 
city to go into the electric utility business 
and does not commit its officials to agi- 
tate for another public ownership elec- 
tion, as previously demanded by Interior 
Department officials. 


* * * * 


ONGRESS finally disapproved Central 
Valley line funds in the recently 
enacted Interior Department Appropria- 
tion Bill. This came in the form of ac- 
tion by both houses approving the con- 
ference report which threw out funds 
which would have permitted preliminary 
work on transmission lines and steam 
plant by the Reclamation Bureau to bring 
Shasta-Central Valley power into the 
San Francisco area. The amount of these 
two items was relatively small. 

Two notable factors in congressional 
defeat of the Central Valley proposal 
were: (1) The spirited debate put on by 
the California delegation in the House, 
even after a conference committee had 
killed the proposal, indicates that the 
“public power bloc” is still very well or- 
ganized in the lower chamber of Con- 
gress. (2) Offsetting effect of the public 
power bloc, to some extent, appears to be 
a determination on the part of the House 
Appropriations Committee to restrict the 
Interior Department’s authority to dis- 
pense unexpended balances in any man- 
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ner not specifically approved by the 
House. 

This probably stems from previous 
experience with the Interior Depart- 
ment’s failure to abide by the wishes 
of the House (in building lines without 
congressional approval). In three differ- 
ent provisions of the recently enacted 
bill, the conference committee took care 
to write in language restricting Interior’s 
use of unexpended funds to projects 
specifically approved by Congress. 


x * *k * 


aa appropriation for rural elec- 
tric loans was finally approved in 
both branches of Congress in passing the 
Second Deficiency Appropriation Bill 
(HR 3579). This bill provides funds for 
REA loans in the amount of $120,000,- 
000 for the coming fiscal year. It also 
carries an extra item of $650,000 for 
REA administration expenses. These 
REA funds are in addition to the $80,- 
000,000 already approved in the Agricul- 
ture Department Appropriation Act last 
June, making a total of $200,000,000 
available for REA loans during the com- 
ing fiscal year. 
se 6 a 


ROPONENTS of a Missouri Valley Au- 
thority in the valley’s ten states 
welded themselves into a permanent or- 
ganization last month and immediately 
called for a 1,000,000-signature petition 
campaign designed to win quick consid- 
eration by Congress. With Wyoming the 
only basin state not represented, the con- 
ference elected former Montana Su- 
preme Court Justice Leif Erickson as 
president; Raymond R. Tucker, pro- 
fessor of mechanical engineering at 
Washington University, St. Louis, as 
vice president; and John E. Wetzig, 
business manager of Local 124, AFL In- 
ternational Brotherhood of Electrical 
Workers, Kansas City, as treasurer. 
Executive committee members nomi- 
nated by their respective states and ap- 
proved by the committee as a whole were: 
John Connolly, Jr., Des Moines, Iowa, 
attorney; Henry Mundt, Sioux Falls, 
South Dakota, attorney; Floyd Black, 


Topeka, secretary of the Kansas State 
Federation of Labor; Charles Graham, 
Denver, attorney ; Sylvester Graham, re- 
gional CIO director at Helena, Montana; 
Gaylord Conrad, editor of the Bismarck 
(North Dakota) Capital; Roy N. Towl, 
Omaha city commissioner; and Henry 
Pedersen, Guide Rock, Nebraska. 
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NE of the largest orders for trans- 
mission line materials, including 
conductor and line hardware, ever placed 
by the Bonneville Power Administration 
has been awarded to the Aluminum Com- 
pany of America, according to an an- 
nouncement made on June 30th by 
Bonneville Power Administrator Paul J. 
Raver. 

Low bidder out of four companies, 
Alcoa’s contract calls for delivery of 
some 1,276 linear miles of conductor in 
three sizes. Aggregate price asked by 
Alcoa on three separate bids was $559,- 
956.86. 

High bidders for the contracts were 
the Anaconda Wire & Cable Corporation, 
General Cable Corporation, and Phelps- 
Dodge Copper Products Corporation. 


* * * * 


HE portion of the government's 
$112,034,352 capital investment in 
the Bonneville hydroelectric project in 
Washington and Oregon as of July |, 
1944, to be allocated to power, and to be 
recovered out of electric revenues, has 
been fixed by the Federal Power Com- 
mission at $86,128,370 in an order ac- 
companied by a report of its chief engi- 
neer. The FPC has determined that (1) 
the cost of Bonneville facilities having 
value solely for power purposes is $37,- 
681,648 ; (2) the cost of transmission fa- 
cilities constructed under the Bonneville 
Act is $28,324,922; and (3) the cost of 
facilities having joint value for the pro- 
duction of electric energy and other pur- 
poses is $40,243,727, of which $20,121,- 
800 is allocated to electric facilities. 
Commissioner Nelson Lee Smith, ina 
36-page dissenting opinion, criticized the 
commission’s majority order and the 
chief engineer’s report. 
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Wire and Wireless 
Communication 


apIo, “by its very nature, must be 
maintained as free as the press,” 
President Truman said in a letter made 
public by Broadcasting magazine last 
month. The letter to Sol Taishoff, editor 
and publisher of the trade journal, was 
included in a copyrighted article marking 
the twenty-fifth anniversary of radio’s 
operation on a regular schedule. 

“Our lawmakers demonstrated admir- 
able foresight,” the President observed, 
“by decreeing that America, as the birth- 
place of radio, should have a free, com- 


petitive system, unfettered by artificial 
barriers and regulated only as to the laws 
of nature and the limitation of facilities.” 


The President declared that “the 
American system has worked and must 
keep working. Regulation by natural 
forces of competition, even with the ob- 
vious concomitant shortcomings, is to be 
preferred over rigid governmental regu- 
lation of a medium that by its very na- 
ture must be maintained as free as the 
press,” 

ee S-¢ 


ENATOR McFarland, Democrat of 
Arizona, on July 11th called for an 
independent, world-wide American com- 
munications system as an implement to- 
ward achievement of world freedom of 
the press. Such a system also was neces- 
sary if American commerce and busi- 
ness were not to operate at a disadvan- 
tage in the postwar world, the Senator 
said in a statement. 
Mr. McFarland, a member of the Sen- 
ate Interstate Commerce Committee, re- 
cently visited Europe with Senators 
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Wheeler of Montana and Capehart of 
Indiana to study communications. The 
survey, he said, confirmed his opinion 
that “there can be no adequate freedom 
of news in the world without an effec- 
tively unified American communications 
system.” He stated: 

I am a firm believer in the creed so ably 
expressed by Kent Cooper of the Asso- 
ciated Press, Hugh Baillie of the United 
Press, and numerous outstanding newspaper 
publishers that freedom of news—the right 
to send news everywhere and the right to 
pick up news everywhere without artificial 
restraints—would be one of the greatest de- 
terrents to war. 

We shall not achieve that goal by declara- 
tions in peace treaties alone—it must be im- 
plemented by a vigorous and practical policy 
of establishment of a free, strong, and inde- 
pendent American communications system 
operating all over the world. 


Mr. McFarland added that it appeared 
clear that if such a system could not be 
speedily established, other steps would 
have to be taken. 

“Tt has been suggested, for example,” 
he continued, “that the Army and Navy 
systems, now virtually world girdling 
and unquestionably the finest in the 
world, be used at least temporarily as a 
basis for a world-wide system which 
would be under American control.” 

Regarding the great networks of com- 
munications and transport systems which 
she had thrown up over the world, 
America should “exercise immediately a 
fair, equitable but hardheaded diplo- 
matic policy for our own advantage,” 
Mr. McFarland argued. “To lose all that, 
either by yielding our hard-won rights, 
or to give it away or junk it, would be 
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a colossal blunder for our own interests 
and outrageously unfair to the taxpay- 


ers.” 
* a + * 


T HE National Telephone Commission 
of the National War Labor Board 
on July 10th unanimously awarded in- 
creases from $2 to $4 a week in the start- 
ing rates and $5 to $7 in the maximum 
rates for approximately 4,500 female 
nonsupervisory employees in the traffic 
department of the Wisconsin Telephone 
Company. 

Under the adjusted wage schedules, 
the starting rate for the city of Milwau- 
kee will be $21 a week and the maximum 
rate, after ten years’ service, will be $52. 
The starting rates for all other exchanges 
were increased to $20 a week and the 
highest maximum rate, reached after 
nine years, was increased to $50 a week. 

In connection with granting the wage 
increases, the commission also reduced 
the length of time required to reach the 
maximum salary, which will vary from 
five to ten years, depending on the local- 
ity. The progression schedules had pre- 
viously varied from eight to as long as 
sixteen years, which prevailed in Mil- 
waukee. 

The company, which is part of the Bell 
system, furnishes local and long-distance 
service in Wisconsin. It has offices in 
97 cities and towns throughout the state. 


* * * * 


HE Southern Bell Telephone & 

Telegraph Company was ordered 
early last month to reduce intrastate 
long-distance telephone rates to a level 
with interstate tolls. 

Contending that the company’s two 
sets of rates constitute discrimination 
against Tennessee users, the state rail- 
road and public utilities commission or- 
dered the concern “to revise tariffs to 
correct all discrimination, either reducing 
the intrastate toll rates to the interstate 
level or otherwise making the rates con- 
form.” 

The commission instructed the com- 
pany to file revised tariffs by October 
31st and set the deadline for inaugura- 
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tion of the new tolls at November 1st. 

Commissioner Leon Jourolmon, Jr, 
said the action would save long-distance 
users in Tennessee approximately $300,- 
000 a year and would cost the company 
profit losses amounting to $41,881. The 
company’s rate of return on long-dis- 
tance investment will be reduced from 
10.43 per cent to 9.36 per cent. 

The telephone company contended in 
the lengthy litigation, a renewal of an 
action first started in 1941, that the rate 
reduction would further deflate profits 
already seriously affected by increased 
labor and operating costs and by previous 
rate reductions. The company requested 
the commission to increase telephone 
subscription rates if the long-distance 
tolls were lowered. 

“We find no reason,” said the commis- 
sion’s order, “to increase local exchange 
rates. Local exchange rates will remain 
unchanged.” 

In explanation of the rate decrease, the 
commission said present intrastate long- 
distance charges yield the company ex- 
cessive profits and are discriminatory. 

The decision of the 3-man commission 
was unanimous. Commissioners John C. 
Hammer and Samuel S. Pharr signed 
along with Commissioner Jourolmon. 

First started in 1941, the case was still 
undecided in 1944, when a compromise 
was reached which reduced the com- 
pany’s intrastate toll revenues an esti- 
mated $180,000 a year. Earlier this year 
a new show-cause order was issued and 
the first test came May Ist after Com- 
missioner Pharr had succeeded Porter 
Dunlap on the commission. At that time 
the commission rejected a dismissal mo- 
tion filed by the company. 

During the three years prior to the 
compromise Mr. Dunlap and Mr. Ham- 
mer were reported to have blocked most 
efforts by Mr. Jourolmon for the reduc- 
tion. 

* * * * 


HE Federal Communications Com- 
mission on July 10th ordered that 
the investigation into the rates and 
charges of Press Wireless, Inc., proceed 
immediately. The company was called 
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upon to show cause why the commission 
should not find the existing rates and 
charges of Press Wireless for and in 
connection with communication services 
are, or will be, unjust and unreasonable, 
and why an immediate interim reduction 
in such rates and charges should not be 
ordered to be made pending conclusion 
of the proceeding of investigation. 

Press Wireless was ordered to file its 
answer to the show-cause provision of 
the order on or before August Ist. 


* * * * 


OSTWAR entry into the home appliance 

field is planned by the International 
Telephone & Telegraph system, it was 
reported recently. This new undertaking 
would be carried out by the system’s Fed- 
eral Telephone & Radio Corporation 
when its war production, now running at 
a rate of $100,000,000 annually, tapers 
off. [T&T has greatly improved its finan- 
cial position in the past few years and it 
was said to be considering a refinancing 
operation involving one of its most im- 
portant telephone operating subsidiaries, 
the United River Plate Telephone Com- 
pany of Argentina. 

This refinancing, the nature of which 
had not been definitely determined, would 
result in an improvement in respect to 
outstanding indebtedness. It was said on 
the highest authority that IT&T had no 
plans for disposing of present common 
stock holdings in the Argentine property. 


x * * * 


HE Minnesota Railroad and Ware- 

house Commission recently ap- 
proved rate increases of four state tele- 
phone companies over the protests of the 
Office of Price Administration. The 
OPA objected on grounds that such ac- 
tion would increase the cost of living, the 
first time the Federal agency has issued 
such a protest despite a8 other previous 
rate boosts by the commission. 

The four firms to get higher rates 
okayed were: Farmers Telephone Com- 
pany, Emmons and Conger; Kasson & 
Mantorville Telephone Company; 
United Telephone Company, West Con- 
cord; and Washington County Rural 
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Telephone Company, Cottage Grove. 

Herbert Wolner, St. Paul, district 
OPA price attorney, said that rate in- 
creases can be authorized if the appli- 
cants meet certain requirements, but 
added that the proposed raises “will ad- 
versely affect the emergency policy of 
economic stabilization.” Wolner did not 
believe that higher rates were warranted. 


* * * * 


N Official of the Rural Electrification 
Administration has indicated some 
interest in rural telephones. After more 
than a year of carefully avoiding notice 
of any agitation to promote Federal fi- 
nancing of rural telephone service, 
Deputy REA Administrator Neal, in a 
recent interview with an independent 
telephone manufacturing publication, ad- 
mitted that REA was the logical reposi- 
tory for such Federal authority. Neal’s 
reported statement doubtless had refer- 
ence to the pending Hill Bill (S 1115) to 
amend the REA Act so as to authorize 
REA loans for rural telephone service. 
Neal is said to have pointed out that 
such problems as inductive interference, 
duplication of construction, and other 
parallel problems of electrification and 
rural telephone service made it desirable 
that any Federal aid program for rural 
telephone service should be united with 
the REA program, rather than placed un- 
der another agency, which might result 
in wasteful duplication of effort and ex- 
pense. Incidentally, Neal is reported to 
be assured of continuing his job under 
the new REA Chief Claude R. Wickard, 
and is already working smoothly under 
the new administration. 


* * * * 


OMPLETION of a coaxial telephone 
cable route between the Twin Cities 
and Chicago, part of which went into 
service four years ago, has been author- 
ized by the Federal Communications 
Commission, it was disclosed last month. 
Companies affected are American 
Telephone and Telegraph, Wisconsin 
Telephone, and Illinois Bell Telephone. 
Cost of increasing the cable facilities was 
estimated at $1,193,000. 
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Financial News 


The “Scandal” over Public 
Power Revenue Bonds— 
Representative Boren’s 
Charges 


EPRESENTATIVE Boren, Democrat of 

Oklahoma, recently charged that 
“Wall Street bankers would convert the 
$18,000,000,000 private utility industry 
to a form of tax-free but fake public 
ownership by the formation of ‘non- 
profit’ corporations. [See, also, page 
179.] These corporations then issue 
bonds against the revenue of the prop- 
erty. But the bankers, in estimating 
annual revenue to determine the amount 
of bonds that can be issued, include as 
revenue the amount of money formerly 
collected from customers and paid to 
the Federal government. The former 
tax revenue would not be passed down 
to the public in reduced electric rates, 
but diverted to their own pockets in the 
form of interest on these revenue 
bonds.” 

Mr. Boren pulls some startling sta- 
tistics out of his congressional hat. He 
sees a deep-laid plot by the bankers and 
the holding companies to sell the entire 
electric utility industry, which he states 
is worth “on the market” some $18,- 
000,000,000, for about double that 
amount — $33-$41,000,000,000, out of 
which the bankers themselves would 
“reap many billions.” He arrives at 
these figures by capitalizing annual Fed- 
eral tax payments of $468,000,000 at 
2-3 per cent and adding the amounts to 
the present value of the assets. 

It is difficult to take Mr. Boren’s 
charges seriously when his statistics are 
so badly muddled. Thus far Federal 
donations (WPA, PWA, REA, TVA, 
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and 
Comment 


By OWEN ELY 


and many special appropriations for 
public works) have played a far greater 
role in the building of public power 
projects and the acquisition of privately 
owned distributing systems than issues 
of revenue bonds. Complete figures for 
the cost of public power projects are dif- 
ficult to compile, but the amount would 
probably be several billions of dollars. 
(Municipal electric utilities and govern- 
mental power districts in 1944 owned 
about 18 per cent of total generating ca- 
pacity.) On the other hand, a rough es- 
timate indicates that the amount of rev- 
enue bonds sold by public power districts 
and municipalities would probably not 
aggregate over half a billion dollars. 
(The more important projects of $2, 
500,000 or over aggregate less than 
$300,000,000, including principally Los 
Angeles, Nebraska, Chattanooga, San 
Antonio, Seattle, Tacoma, and _ the 
Lower Colorado River Authority.) 


HERE can be little doubt that the 

U. S. Treasury has been by far the 
biggest contributor of cash for public 
acquisition of power plants. This has 
obviously been a New Deal program, 
since generating capacity of government 
pos districts prior to 1932 was only 
per cent of the present amount, and 
Boulder dam (the largest pre-New Deal 
project) was financed on a conservative 
basis. Mr. Boren concedes this by in- 
ference: “This wholly unforeseen de- 
velopment has resulted in miscegenation 
of the worst elements of the Marxian 
and the capitalistic thinking . . . the one 
seeks public ownership at any price— 
and, high though it may be, this is one 
way to get it. The other seeks to make 
money without regard to the source. 
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John B. Dawson, a former associate of 
Guy C. Myers (public ownership pro- 
moter), and now representing the 
Omaha Electric Committee, testified be- 
fore the Boren committee that Mr. 
Myers had been recommended by J. D. 
Ross, former SEC chairman and “a 
close adviser of the late President 
Roosevelt.” 

While holding companies cannot sell 
their properties to public power dis- 
tricts without the consent of the SEC, it 
is true, as Boren asserts, that the SEC 
does not have power to scrutinize the 
sale of revenue bonds, which are exempt 
from competitive bidding requirements 
(though most business of this kind is on 
a highly competitive basis and is usually 
handled on a relatively narrow margin 
of profit). This situation may suggest 
giving the SEC greater powers. 


* 


Improved Markets Permit Better 
Integration Technique in Co- 
lumbia Gas and Niagara 


Hudson Plans 


HE substantial advance in the mar- 

ket prices of utility equities during 
the past year may simplify the procedure 
in recapitalizing and integrating border- 
line holding companies, such as Colum- 
bia Gas and Niagara Hudson, where 
there is no heavy accumulation of pre- 
ferred arrears and the capital structure 
is not too inflated. 

Two of the major problems in hold- 
ing company recapitalization are (1) 
the valuation to be placed on the assets 
and (2) the formula for assigning new 
common stock to the old securities. As 
discussed in the previous issue of this 
department, integration plans may pro- 
ceed so slowly through the SEC and the 
courts that changing market conditions 
make them obsolete. This is in effect the 
charge made by the group of common 
stockholders of Commonwealth & South- 
etn who recently appealed to the SEC 
fora rehearing. Hence, it would greatly 
simplify matters if the SEC returned to 
its earlier idea of liquidating holding 
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company assets in sufficient amount to 
retire senior securities. Of course, this 
is impracticable in all cases—perhaps in 
the Commonwealth Case—but it is a 
cleaner-cut method and disposes of ques- 
tions and quibbles by old security hold- 
ers over the theoretical value of assets 
and the theoretical basis of distribution. 
Value received in actual sale cannot be 
questioned, and senior security holders 
are certainly not entitled to more than 
redemption price plus arrears. Neither 
group of stockholders can quarrel with 
the results, although they may question 
the timing. (But the present time is far 
more favorable for liquidation than 
1941-42, when the “death sentences” 
were issued. ) 

Moreover, the new idea of giving 
common stockholders of the holding 
company rights to buy the subsidiary 
stocks (prior to a public offering to un- 
derwriters) is a marked improvement in 
integration technique—it is similar to 
the old-style rail reorganization plans 
which “assessed” security holders who 
wanted to retain their full interest. 
While these “rights” may not prove very 
valuable, the consideration thus given to 
the common stockholders is important 
from the psychological angle. 


HE new Columbia Gas plan, filed 
by the management, follows in 
general the proposals made by President 
Hickey of United Corporation and Al- 
fred Berman, counsel for the protective 
committee recently formed. The electric 
properties are to be improved by capital 
refundings and other changes, smaller 
companies being merged with Dayton 
Power & Light and Cincinnati Gas & 
Electric. The Cincinnati and Dayton 
stocks will then be offered to Columbia’s 
common stockholders, sale of unsub- 
scribed stock presumably being under- 
written by a banking group. These sales 
are apparently expected to net some $75,- 
000,000, on the assumption that they can 
be made after removal of excess profits 
taxes by Congress—both companies are 
heavily in the EPT bracket. 
Columbia’s two issues of 5 per cent 
debentures would be refunded, probably 
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into 3s or 34s. (The original plan sug- 
gested 34s, but the bond market has 
shown substantial improvement in the 
interim.) The aggregate amount may be 
increased from $76,835,000 to $80-$85,- 
000,000, instead of being reduced to 
$60,000,000 as originally proposed. 
United Fuel Gas will also sell some 
$25,000,000 bonds, paying the proceeds 
to Columbia to clear up advances by the 
parent company. 

Using some $10-$15,000,000 treasury 
cash, the $110,000,000 or more to be 
realized by the two bond sales and the 
estimated $75,000,000 proceeds of sales 
of the electric company stocks, Colum- 
bia would obtain nearly $200,000,000 
cash with which it could retire at call 
prices the two debenture issues, the two 
first preferred stocks, and the preference 
(second preferred) stock. All the se- 
curities are currently selling above par 
with the exception of the preference 
stock, around 94. 

Consummation of the plan would 
leave Columbia with a single issue of 
bonds and one class of stock. Common 
stockholders would have the full equity 
in the important natural gas system (as- 
suming that outlying properties can be 
retained under SEC rulings). The new 
plan appears more likely to succeed than 
the old one since it conforms substan- 
tially to criticisms of important stock- 
holder interests and also to SEC recap 
policies. There is no question of divi- 
dend arrears involved, and the only 
anomaly is the favorable treatment of 
the preference stock, which several 
years ago sold as low as 15}; however, 
the stock is callable at 100 compared 
with 110 and 105 for the two first pre- 
ferreds. 


HE new Niagara plan is along some- 

what similar lines. It will be re- 
called that two plans had been presented 
for recapitalizing the big subholding 
company in the Niagara system—Buf- 
falo, Niagara & Eastern—one proposing 
to give Niagara Hudson only 9 per cent 
of the new equity stock and the other 
(filed by Niagara) paying 35 per cent. 
The new plan provides for redemption 
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of BN&E’s $1.60 second preferred 
stock, at call price plus arrears—a total 
of about $31 compared with the recent 
market price of 28. BN&E will be 
merged with its subsidiaries, becoming a 
new operating company known as Buf- 
falo Niagara Electric. Niagara Hudson 
will retain the entire common equity. 

The $57,000,000 debt of Buffalo Niag- 
ara and Niagara Lockport would be re- 
funded together with the BN&E first 
preferred. Niagara Hudson would have 
to supply BN&E with $63,000,000 cash 
required to retire the $1.60 preferred. 
This would be obtained from cash on 
hand, sale of miscellaneous investment 
holdings in Consolidated Edison, Cen- 
tral Hudson Gas & Electric, and Cen- 
tral New York Power, and a $40,000- 
000 bank loan. 

Niagara Hudson would, at some later 
date, retire its bank loan through cash 
income and liquidation of whatever pro- 
portion of the Buffalo Niagara Electric 
common stock might prove necessary. 
Eventually Niagara Hudson would also 
eliminate its own first and second pre- 
ferred stocks, on which there are cur- 
rent arrears due to difficulties of several 
years’ standing over plant write-off ad- 
justments. Niagara would reduce the 
par value of its own stock to $1 a share 
to facilitate any necessary balance sheet 
adjustments. 

It seems quite possible that similar 
methods might be employed for other 
holding companies where preferred ar- 
rears are not too large. Commonwealth 
& Southern preferred, for example, 
could be retired at about $139 (call price 
of $110 plus $29 arrears). The new 
policy of retiring senior securities, if ap- 
plied wherever practicable, should by- 
pass many troublesome problems and 
help expedite the holding company in- 
tegration program. 


a 


Manufactured Gas Stocks 


es% table of manufactured gas stocks, 

which appeared last in the May 
24th ForTNIGHTLY, now includes two ad- 
ditional issues—Savannah-St. Augustine 
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MANUFACTURED GAS COMPANY STOCKS 

Price- 
Where Price Latest Previous Earn. Div. Yield 
Traded About Earnings Earnings Ratio Rate About 
Bridgeport Ges. Lb. ....ccsccevecse Cc 27* $1.46(a) $1.48 18.5 $1.40 5.2% 

Hartford Gas Oo 41 2.10(a 2.26 19.5 2.00 49 
Brockton Gas Light 11 : 70 15.1 
Providence Gas 19.2 
Haverhill Gas Light 13.5 
Springfield Gas Light 15.2 
Fall River Gas 14.5 
Brooklyn Union Gas 10.0 
Birmingham Gas 7.1 
Savannah-St. Augustine 12.0 
Jacksonville Gas 9.4 
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Averages 14.0 


S—Stock Exchange. C—Curb. O—Over counter. *Nominal (quoted 24-30). **Payments 
irregular (60 cents in 1943, 30 cents in 1944, and 30 cents early in 1945). #Irregular (quarterly 
rate increased from 15 cents to 18 cents in April). tOffered to public in February, 1945; divi- 
dend policy not indicated. (a) Twelve months ended December 31, 1944. (b) Twelve months 
ended March 31, 1945. (c) Twelve months ended May 31, 1945. 


e 


Gas and Jacksonville Gas. The former  soned and selling at relatively low price- 
was offered at $15 a share in February earnings ratios. 
by a syndicate headed by C. A. Evans Due to nominal markets on some of 
& Co. of Atlanta, and is now selling the closely held New England issues, it 
about two points higher. The company is a little difficult to appraise the price 
was incorporated last October, taking trend of the manufactured gas stocks 
over the two companies formerly con- accurately, but this has been generally 
trolled by American Gas & Power Com- upward as with other utility groups. 
pany, a holding company in process of Brooklyn Union Gas is down three 
liquidation. The new company also is- points in the quarter, but this stock had 
sued $1,300,000 first 3$s/1965 (sold a very sharp advance previously. Fall 
privately) and 6,250 shares of 5 per cent River is up two points and Haverhill 
preferred stock (publicly offered at and Hartford about a point each, while 
%). The Jacksonville Gas stock was other issues remain steady. 
issued in 1943 in exchange to holders of American Gas Association charts 
income debenture 6s of the predecessor show the trend of manufactured and 
company. mixed gas sales to ultimate consumers 
The list falls naturally into three up to May 31, 1945, as compared with 
groups: The first seven are old-line New 1944. While there has been some irregu- 
England companies with fairly high larity, with April running substantially 
price-earnings ratios, but rather high behind last year, May sales in therms 
dividend yields due to generous pay- gained 5.54 per cent over last year, and 
ments, Brooklyn Union Gas is inaclass in terms of mcr the gain was 4.88 per 
by itself—a market laggard in previous cent. 
years, it has suddenly made a sharp In the five months’ period therm 
come back. A second refunding opera- sales were 4.20 per cent over last year. 
tion may permit a more generous divi- Fluctuations reflect differing weather 
dend rate. (At present the bonds issued conditions to some extent. ere is a 
tarly this year carry heavy sinking lag in the reported figures of nearly a 
funds.) The last three issues are south- month. (A large proportion of May 
em company stocks, somewhat unsea- sales represented April business.) 
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The Refunding Program Gets 
Under Way Again 


s indicated in the accompanying 
chart on utility financing the war 
bond drive in June gave the investment 
banking market a well-deserved “rest” 
so far as corporate financing was con- 
cerned. The only utility flotation during 
the month was the private placement of 
$30,000,000 Cities Service Gas Company 
23 per cent of 1965. 

In July utility issues had to compete 
with increased railroad and industrial 
financing, and in the first half of the 
month only three important issues were 
offered—$24,000,000 Portland General 
Electric 34s, due 1975, 140,000 shares 
of Panhandle Eastern Pipe Line 4 per 
cent preferred, and $7,500,000 Moun- 
tain States Power first 3s due 1975. 
Other utility companies which are ex- 
pected to finance at a relatively early 
date are American Telephone and Tele- 
graph ($175,000,000 24s), Kings 
County Lighting, Arkansas-Missouri 
Power, New York State Electric & Gas, 
Southern Bell Telephone, and Bellows 
Falls Hydro-Electric. Many other issues 
are tentatively scheduled for late sum- 
mer or autumn. 


> 
Importance of Preferred Stock 


Refundings to Common 
Stockholders 


Was the utility bond-refunding 
program during the past decade 


has been an important factor in main- 
taining earning power during a difficult 
period, the fact is sometimes overlooked 
that from 40 to 85 per cent of the sav- 
ings in fixed charges are lost due to in- 


creases in Federal taxes. Of course 
there may be very substantial nonrecur- 
ring tax savings, due to the charge-off of 
called bond premiums against current 
income as reported to the Treasury De- 
partment. But these special savings, 
while they are an important factor in the 
financial picture as a whole, are usually 
disregarded in the reports to stockhold- 


ers—being offset by a “charge in lieu of 
tax savings,” so that stockholders and 
regulatory commissions will not assume 
that the company has enjoyed a sudden 
jump in earning power. 

But the case is entirely different with 
preferred stock-refunding operations, 
While the volume of such refundings is 
smaller, the savings are more important 
from an earnings standpoint. The re- 
duction in dividend rates is usually more 
substantial than the cut in coupon rates 
—in many cases as much as 2 per cent 
or more; also, the whole saving is tax 
free. 

Thus the earnings for the ‘com- 
mon stock may be substantially in- 
creased. In a large holding company 
system the refunding of a number of 
subsidiary preferred stocks may thus 
result in substantial leverage gains for 
the holding company common stock. 
This factor helps to account for some 
of the remarkable gains in low-priced 
holding company equities during 1945. 
However, due to the long delays before 
actual or potential savings appear in the 
published earnings statements on a full 
annual basis, the amount of the gain can 
only be appreciated by those who make 
a careful study of pro forma or project- 
ed figures. 

Unfortunately the amount of pre 
ferred stock outstanding for all electric 
utility companies is not compiled. How- 
ever, we do know that in 1944 dividend 
payments on preferred stocks of all class 
A and B electric utilities amounted to 
$117,168,000 (a decrease of about $7, 
000,000 from the previous year). The 
preferred stock-refunding program only 
got under way on an important scale last 
year (particularly for holding company 
subsidiaries) and it seems probable that 
potential savings in remaining refund- 
ings might approximate some 20-25 per 
cent of present dividend requirements, 
or approximately $23-$29,000,000. This 
would permit (assuming it were all paid 
out to common stockholders) an in- 
crease in common disbursements of 
some 8-11 per cent, and of course higher 
percentages for the holding companies. 
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What Others Think 


Public Relation 


N the June 9th issue of the magazine 

Telephony, published in Chicago, is re- 
ported the text of an address given by 
Francis X. Welch, managing editor of 
Pustic UTILities FOoRTNIGHTLY, on 
June 5th in that city, before the Public 
Utilities Advertising Association. The 
meeting was attended by public relations 
and advertising executives from all 
branches of business-managed utility 
service—telephone, electric, gas, trans- 
portation, and water companies being 
represented. 

The title of the address was “Public 
Relations and the Chief Executives.” 
Portions which suggest rather an unusual 
approach to this important subject, and 
which also open up new lines of thought 
upon it, are quoted below: 


As I see it, the future security of the entire 
utility industry is going to depend in large 
measure on the effectiveness of its public re- 
lations officers. It is well known that the 
utility business, like any other major busi- 
ness, goes through cycles or periodical stages 
of development which place emphasis on dif- 
ferent aspects of operation. In the very be- 
ginning it took the inventive genius of Edi- 
son, Murdock, and Bell to get the enterprise 
out of the test tube and into actual physical 
existence. After that, it took the men skilled 
in business promotion and money raising to 
assure the new industry a sound financial 
foothold. Then came the usual period of liti- 
gation of patents and other growing pains 
which required great legal talent to protect 
the young industry’s existence. Next, in this 
country at least, we entered upon that great 
period of expansion which has produced so 
many fine engineers and geniuses of indus- 
trial planning. The depression placed more 
emphasis on everyday shrewd business man- 
agement. 

Today, however, we are on the threshold 
of a new era in the field of public utility op- 
eration. (And I refer now to all utilities : gas, 
electric, and telephone.) We are in an era 
of misunderstanding. Utilities have power- 
ful and articulate critics, in and out of gov- 
ernment. Many people are thinking and say- 
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ing unkind and, in many instances, unfair 
and untrue things about the utility indus. 
tries. There are those who, for various 
reasons, labor night and day to discredit and 
destroy public confidence in their public sery- 
ice companies. 

This situation, gentlemen, can mean only 
one thing. It means we are in an era which 
calls for the best public relations effort that 
the industry can possibly develop. In short, 
the industry must accentuate public relations 
today, just as it accentuated inventive, finan- 
cial, legal, engineering, and economical man- 
agerial leadership in former years. It means, 
not only accentuating public relations in the 
office of the public relations official having 
special responsibility for that work ; it means 
accentuating public relations in the business 
office, in the branch office, in the construc- 
tion, installation, maintenance, and repair of- 
fices, and, most important of all, in the front 
office. I refer to the office of the chief execu- 
tive of the utility company... . 


“What is public relations?” asked Mr. 
Welch. “I have asked a good many men 
actively engaged in public relations work 
and I have never gotten precisely the 
same answer twice. The importance of 
mere definition, of course, can be over- 
emphasized.” He continued : 


The best definition of public relations | 
ever heard was also the most simple. Good 
public relations merely means good rela- 
tions with the public. Now that is not a 
simple as it may sound at first. If we think 
about it long enough we have got to admit 
that no company can escape having some kind 
of relations with the public. The relations 
may be good, or they may be bad — very 
bad. . . . good public relations should lead 
company policy instead of following it. It 
should be the good guardian angel instead of 
being blindly subordinate to chief executive 
management which might conceivably fall 
under the influence of a bad 1. Vie 
in this light, good public relations should be 
a guide as well as the most valuable instru- 
ment the chief executive of a utility concer 
can hope to have in the years 


c< = Mr. Welch said, “the 
utility company cannot fight 
92 
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with its government. Fighting isn’t nec- 
essary. The reason for any friction at all 
is to be found in misunderstanding. The 
goal, therefore, as I see it, of utility pub- 
lic relations along this line is to remove 
the basis for misunderstandings by in- 
forming the public and — yes — by in- 
forming the government, through the 
public, just what the true situation is.’ 
The speaker continued : 


... It isn’t an easy public relations job, I 
know. It would be presumptuous for me to 
attempt to tell you how it can be done. But 
I do know that the American people have a 
sense of justice—a sense of sportsmanship— 
which, appealed to in the right way, will 
neutralize the effect of any unfair attack on 
any institution—public utilities or otherwise. 

When I say “appealed to in the right way,” 
I know I have touched the crux of the entire 
public relations problem. Appealing to the 
public sense of justice and equity is not as 
simple as trying a case forthrightly in a 
courtroom, as a lawyer would try it, where 
the judge is paid to listen and can’t get out 
of it. I believe one of the truisms of your 
publicity business is that the public generally 
does not want to listen to other people’s trou- 
bles if they are served up just that way—as 
troubles. The average man has troubles 
enough of hisown. But if an appeal is made 
to his own selfish instinct—and I use the 
word selfish in its better sense—if it can be 
shown that he stands to save money or get 
better service or otherwise obtain a more 
comfortable and secure future for himself 
and his family, he will naturally listen. It is 
money in his pocket to listen. 


“Coming now to our next problem of 
coping with direct government competi- 


tion or public ownership activities,” said 
Mr. Welch, “it is apparent that those in 
charge of utility public relations are go- 
ing to have, in the years ahead, their most 
difficult assignment.” He added : 


I say this in view of the vast amount of 
propaganda which is already tumbling forth 
from the presses and public speakers’ plat- 
forms in favor of direct public spending for 
public works. Here again the objective must 
be to avoid even the appearance of direct 
conflict with the government, not only be- 
cause that is futile, but because it puts the 
industry in a false position. Instead, the em- 
phasis must be upon better public under- 
standing of what is fair, what is necessary, 
and what is economic. . 

One challenge which ‘utility public rela- 
tions faces in getting better public under- 
standing of the factors involved in this type 
of government activity is the fact that it is 
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laboring under a 10-to-1 handicap and that 
ratio is only a rough guess. The reason is 
obvious enough. Public ownership in this 
country, traditionally devoted to private en- 
terprise, is still a novel experiment. Because 
it is novel and because it is an experiment, 
conducted with funds in which we all have 
a stake through our tax payments, it is only 
natural that a large number of people are in- 
terested in it. 

That is why Chairman Lilienthal of the 
TVA and some professional-writers are able 
to write and have published as-straight edu- 
cational and entertainment material very val- 
uable and very favorable propaganda in favor 
of these undertakings. This is a natural ad- 
vantage which these people would be foolish 
not to use. 

This handicap i is a fact. Because one man’s 
propaganda is another man’s best seller, Mr. 
Lilienthal and others are thus able to write 
and get paid for favorable publicity which 
privately owned and operated enterprise 
could not obtain without laying out thou- 
sands and thousands of dollars, engaging 
the very best literary talent. Even then it is 
doubtful whether the reader attention would 
be comparable. 

But the novelty of TVA and other similar 
enterprises will wear off. Sooner or later 
there is going to be a more circumspect at- 
titude by the public with respect to Federal 
spending in the light of the heavy tax burden. 
When that time comes, some of these public 
ventures will have to go on the defensive 
and justify themselves. By that time, it may 
be private industry’s turn to take a few pub- 
licity tricks. Right now, we might as well 
admit that the publicity advantage runs 
overwhelmingly in favor of public owner- 
ship. 


¢¢ [yrnatty,” the speaker declared, “I 

come to the task of public relations 
with respect to government tax policies. 
I single out tax policies, first because 
taxes loom so large in the public utility 
picture and will continue to do so. But 
there is another public relations job to be 
done in the correct handling of publicity 
regarding taxes which public utilities pay 
and which politically managed utilities do 
not pay.” He continued: 


In the future . . . the public utility indus- 
tries owe it to their customers to 1 into 
the present trend of government tax policy 
which seems to pile more and more taxes 
on utilities simply because they are an excel- 
lent collection medium. 

There is a smart public relations angle 
here which will appeal to the utility cus- 
tomer. These taxes, as we know, are in large 
part passed along to the consumer. Relief 


AUG. 2, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


from these taxes will mean relief for the 
utility consumer through his rates. 

And while we are about it, I think the 
time will shortly come when we must make 
an issue of the unfair and unwarranted dis- 
crimination whereby municipal plants, codp- 
eratives, and other types of politically man- 
aged utilities escape their fair share of the 
tax burden through statutory exemptions. 
There is a public relations angle here too. 
What would the citizens of Chicago say, for 
example, if they were suddenly told that they 
must go on paying 6 cents Federal tax on 
each package of cigarettes they buy, while 
cigarette smokers who live in Cleveland, Los 
Angeles, Seattle, and elsewhere will be ex- 
empt? We know what they would say, all 
right. They would burn right up and demand 
to know what in tarnation was going on in 
Washington. Obviously, we have a similar 
situation in our Federal tax policies with re- 
spect to exemption of politically managed 
public service agencies. 


“Summing up,” the speaker concluded, 
“T think it is fair to say that never in the 
history of public utility industry have 
public relations been so important,” add- 
ing the following: 


Indeed, as one utility chief executive re- 
cently put it: “For the next year it looks 
as if public relations will be about the only 
new thing we will have to sell.” If I could 
presume a word of advice to all company ex- 
ecutives, I would say go ahead and sell it. 
Good public relations is not rationed ; it needs 
no red points or blue points. And the right ef- 
fort gets plenty of results too. All of you 


have heard about Samson in the Bible. He 
only took two columns, but he brought down 
the house. 


Hz at the nation’s capital, with its 
numerous bureaus and commissions 
having intimately to do with utility af- 
fairs, and, too, with the not infrequent 
debates in the halls of Congress upon 
bills, the passage of which may very defi- 
nitely affect utilities either for better or 
worse, one is constantly reminded of the 
importance of better understanding of 
certain basic facts with respect to the 
large question of governmental competi- 
tive activities, and their reflection upon 
the long-established business-managed 
electric utilities. 

It was sound counsel the speaker gave 
in urging that the goal of utility public 
relations is to inform the public and— 
more than that—through the public, to 
inform the government of the true, basic 
facts in this situation. A public which 
knows the truths of these matters can 
be a wonderful force in removing the 
misunderstandings which have arisen. In 
intelligent educational work to that end 
lies a very real opportunity for those hav- 
ing to do with the public relations of bus- 
iness-managed utilities. 

—Ra pu S. CHILp 





Investor Interest in Annual Reports 


N the May 10th issue of Pusiic UTIL- 
I ITIES FORTNIGHTLY, page 635, in an 
article, “Annual Reports Make Instruc- 
tive Reading,” extracts were given from 
the reports of several business-managed 
utility companies, and the comment was 
made that “many companies are present- 
ing a variety of informative facts re- 
lating to their affairs in a most readable 
and instructive manner .. . so as to better 
enlighten the general reader.” Also that 
“the recital in an annual report of a va- 
riety of matters which have a direct bear- 
ing upon the fundamentals in the utility 
industry under business management is 
one means, and an excellent one, of edu- 
cating people upon certain phases of this 
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business regarding which many have 
been too little informed.” 


(Se of the value of annual 
reports of this type, and of the in- 
terest of investors in the information 
contained in them, is revealed in an ar- 
ticle, “Investor Interest in Reports 
Tested,” by Warren R. Williams, in The 
New York Times of June 3rd. This ar- 
ticle refers especially to a recent poll of 
typical investors on a nation-wide basis, 
conducted by The Herald Square Press, 
to determine reader interest and tastes 
in annual reports. 

Mr. Williams states that “the response 
was substantially above the average for 
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“LADIES AND GENTLEMEN, THE GREAT LIGHTS HAVE JUST GONE ON AND 
MR. STINKY SWEENEY, WHO WILL BE OUR GUEST CONDUCTOR THIS 
EVENING, IS APPROACHING THE PLATFORM” 


sample surveys and showed that stock- 
holders are interested deeply in the facts 
related to corporate activities.” 

Questions ranged the gamut, from 
sizes of cover and styles of type to the 
kind of information desired and methods 
of presenting it. Answers showed that 
while profits and losses are of paramount 
concern, investors want to know about a 
company’s products, its markets, and a 
host of other operational problems. 

The majority, according to Mr. Wil- 
liams, likes the medium cover size 
adopted by most companies with the 
story told in fewer than twelve and not 
more than twenty-four pages. A plain 
cover is favored, but a liberal use of 
photographs and pictorial graphs to re- 
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lieve and clarify the copy inside is pre- 
ferred. Tastes in color are conservative, 
with the majority satisfied with black, 
and the range limited, for the most part, 
to black and two colors. 

Nontechnical prose is preferred by 79 
per cent of those questioned, while only 
6 per cent underscored the “news flash 
style.” A large percentage said that if 
the report were attractive and readable, 
they would show it to their families as 
well as their business associates. 

A summary page of statistics of the 
year compared with previous years was 
put down as a “must,” together with a 
comparative balance sheet. The compar- 
isons should, in some cases, go back as 
far as ten years. 
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A statement of dividend policy was 
voted as an essential item of the annual 
report. Tax information was desired, 
with emphasis on the ratio of taxes paid 
to net profits before taxes and the ratio of 
taxes paid to dividends paid. A gross sales 
breakdown was not insisted upon. 

The majority wanted a. statistical 
analysis of employee relations, including 
the number of employees, salaries, wages, 
and hours, and a comparison with indus- 
try averages and all-industry averages. 


Oe eieiden are interested in other 
stockholders, the survey showed. They 
want to know about yearly trends in the 
number of stockholders, average hold- 
ings per stockholder, and geographical 
percentage distribution of stockholders. 


Between 80 and 95 per cent of those 
questioned evinced a desire to know the 
postwar plans of their corporations, the 
background and affiliations of officers and 
directors, the nature of products and 
services, advertising, and research pro- 
grams. 

The largest preference in graphs was 
for those showing trends of earnings and 
dividends, gross and net incomes, sales 
trends and taxes, and a map showing lo- 
cation of the company, its plants, sales 
agencies, subsidiaries, and sphere of in- 
fluence. 

Photographs of products were favored 
by most of those polled. Photographs of 
buildings and plant facilities, processes 
of manufacturing products, and their use 
also found favor. 





“What about a Missouri Valley Authority?” 


NDER the above title, the Cleveland 
Plain Dealer published in its issues 
of May 22nd and 23rd an article by 
Arthur E. Morgan, former president of 
Antioch College, superintending engineer 
of the United States Drainage Investiga- 
tion, and from 1933 to 1938 chairman of 
Tennessee Valley Authority. 

Dr. Morgan’s experience in river basin 
problems has been extensive. Under his 
direction the successful Miami conserv- 
ancy project was carried out, following 
the disastrous floods in that river valley 
at Dayton, Ohio, some years ago. 

The Plain Dealer prefaces the article 
with the comment that it is presented as a 
contribution to an understanding of the 
question, “whether this nation should em- 
bark upon a duplication of the TVA ex- 
periment in the Missouri valley and else- 
where,” which it considers tremendously 
important. 

Dr. Morgan begins his article by say- 
ing: 

Current proposals for a Missouri Valley 
Authority after the type of the Tennessee 
Valley Authority disclose lack of maturity 
in our thinking on the subject of region- 
alism and decentralization of government. 
Weare still operating by the process of com- 
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peting political pressure groups, where we 
very much need the help of competent so- 
cial engineering. 

No two great dams are alike. . . . To try 
to build identical structures under very dif- 
ferent conditions would be thoroughly bad 
engineering. 

In the field of civil engineering we can 
see clearly enough the need for making 
plans which will fit the case. In govern- 
ment, on the contrary, we commonly fail 
to see the point, and often try to duplicate 
plans under very dissimilar conditions, This 
has been the case with much of the dis- 
cussion of the proposed Missouri Valley 
Authority. Both those who support 
those who oppose the idea are inclined to as- 
sume that such an undertaking would sub- 
stantially duplicate the TVA, and they sup- 
port or condemn the idea on that basis. 


HEN in citing the difference between 

the Tennessee and the Missouri 
river drainage areas, Dr. Morgan states 
that the Tennessee drains about 40,000 
square miles, while the Missouri drains 
an area nearly fifteen times as great. The 
Tennessee is the same kind of river with 
the same kind of interests along its en- 
tire course. The chief issues in its control 
are navigation, flood control, and power. 
The Missouri river drainage area, he 
points out, presents a very different con- 
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dition. As compared with the Tennessee, 
its power possibilities are relatively un- 
important. He said: 


For the upper 2,000 miles problems of 
flood control are minor and navigation in- 
terests are almost nonexistent. The chief use 
for the wate: is for irrigation, and secondar- 
ily for power. For the lower several hundred 
miles of its course the interest of irrigation 
disappears and power development is prob- 
ably not economical, while navigation and 
flood control are the controlling issues. 

In the upper reaches of the Missouri the 
irrigation interests are administered chiefly 
by the Reclamation Service, largely under 
state codes. This administration has won 
the respect and confidence of the nation. 
Along the lower Missouri, flood control and 
navigation have long been administered by 
the United States Army, and that control is 
closely associated with similar control on 
the lower Mississippi. The upper and lower 
Missouri rivers thus have strikingly dif- 
ferent interests and are in effect separate 
regions, 


After pointing out these markedly 
different controlling factors pertaining 
to the upper and lower reaches of the 
Missouri river, Dr. Morgan concludes 
that, despite certain limited interests 
they may have in common, “to put the 
administration of these two widely dif- 
ferent regions under one board would 
greatly strain any reasonable concept of 
regionalism.” He continued: 


The project for an MVA has formidable 
hurdles in its course. On the other hand, the 
prospect for expenditure of many hundreds 
of millions of government money, after the 
manner of TVA, is a very strong incentive, 
and the forces of over-all government plan- 
ning have much influence. Such an organi- 
zation as an MVA would be a powerful in- 
strument for bringing in a new social order. 
Also, many people are romantic, and there is 
romance in far-flung public works. 

At present these various interests are sup- 
porting campaigns of competitive propa- 
ganda, the planners seeking an all-powerful 
MVA, while the various regions are seeing 
their immediate interests more clearly, per- 
haps, than they see the over-all picture. 
Here is where the methods of pressure 
groups should be displaced by the process 
of social engineering. If social engineering 
is applied to the Missouri river, the re- 
sulting design will be very different from a 
duplication of the TVA. 


Two suggestions are made by Dr. Mor- 
gan for meeting the Missouri river sit- 
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uation. An “over-all referee board” 
might be established to intervene and de- 
cide in cases of conflict of interest be- 
tween the upper and lower river, or 
where there should be a sharing of bur- 
dens. Or, he stated, “It might be far more 
feasible to have two Missouri Valley au- 
thorities—one for the upper river, where 
irrigation interests dominate, and an- 
other for the lower river, where naviga- 
tion and flood control are the chief in- 
terests. Probably the Reclamation Serv- 
ice should continue its irrigation inter- 
ests and the Army should limit its con- 
cern to the lower river.” 


BSERVING that a current delusion in 

the American mind is the idea that 

the drainage areas of rivers necessarily 

constitute natural regions which may be 

administered as units for many purposes, 

Dr. Morgan states that “an understand- 

ing of functional regionalism and of ad- 

ministrative regionalism would go far to 
clear the air.” He added: 


Examples of functional regions are the 
Tennessee river drainage area for river con- 
trol, the citrus-growing regions—one in Cal- 
ifornia, Arizona, and New Mexico, one in 
Florida, and one in Texas—for control of 
citrus tree diseases . . . Administrative re- 
gions are those set up for administering the 
functions of government which do not vary 
greatly with locality, such as post office serv- 
ice, justice, and tax collection. There is at 
present much confusion in the minds of those 
promoting new “authorities” as to the na- 
ture of regional government. There is no 
reason why soil conservation, or dividing 
land into 160-acre farms and financing the 
building of farm buildings, should be ad- 
ministered by the same regional organiza- 
tion as flood control or navigation on a river. 


In closing, Dr. Morgan makes this 
thoughtful and considered comment: 

Unless we straighten out our thinking in 
the matter of “authorities” and decentrali- 
zation and regionalism we shall drift into a 
state of confusion in national administra- 
tion which will make our government good 
hunting ground for bureaucracy far removed 
from direct democratic control. 


This need of “straightening out our 
thinking in the matter of ‘authorities,’ de- 
centralization, and regionalism” was 
strikingly illustrated in the testimony of 
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numerous witnesses at the Senate Com- 
merce subcommittee hearings on MVA 
in May. Most of the proponents of an 
MVA, for example, used TVA as a 
model and wanted to apply it to the Mis- 
souri river, despite the marked differ- 
ences in the two river basins. 


Dr. Morgan’s article defines those dif- 
ferences, and indicates the need of better 
understanding by the tax-paying citizens 
of this country of the fundamental fac- 
tors which cannot be ignored in any dis- 
cussion about river basin developments. 


—R. S.C, 





Power Plays Its Part in Wartime 
Technological Developments 


REPORT on “Wartime Technological 
Developments” was issued in May 
by the subcommittee on war mobilization 
of the Senate Committee on Military Af- 
fairs. The report was prepared by the 
productivity and technological develop- 
ment division of the Bureau of Labor 
Statistics. The preface, signed by Sena- 
tor Harley M. Kilgore (Democrat, West 
Virginia ), chairman of the subcommittee, 
states: “This report ig a valuable aid to 
understanding America’s postwar eco- 
nomic opportunities. ... -The higher 
standard of living we must attain after 
the war depends in large part upon the 
widespread adoption of new techniques 
and inventions as they are developed.” 
The list of contents of this 400-page 
report covers a wide range of products 
of industry and wartime technological de- 
velopments. This is a book which provides 
a concise record of the far-reaching 


progress in the improvement and adapta- 
tion of many technical products and proc- 
esses. It should be a useful survey for 
those interested in formulating postwar 
programs. 

In glancing through its pages, the 
thought occurs that the motivating force 
making possible most of these revolution- 
ary technological developments was elec- 
tricity, and that the great bulk of the elec- 
tric power supply was furnished by busi- 
ness-managed utilities. The electric en- 
ergy, generated in the great plants of 
these utilities, flowed over extensive in- 
terconnected transmission lines, to drive 
the machines producing the implements 
of war in most of the country’s vast man- 
ufacturing industries. This ample and as- 
sured supply of electric power played its 
part in the making of many of the prod- 
ucts told about in this report. 

—R. S.C. 





Business Firms Benefit by 
Utility’s Market Survey 


URING the latter part of June, Con- 

solidated Edison Company of New 
York, Inc., issued an extensive study of 
the economic life and the living and buy- 
ing habits of New Yorkers. Entitled 
“Survey of the New York City Market,” 
this large book (12 by 18 inches in size) 
contains 124 pages and has 63 charts, 83 
tables, and 87 maps. 

The company states that this market 
survey has been prepared “to help every 
business with a product to sell or a serv- 
ice to render in New York city.” Much 
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of the information, it is explained, was 
compiled in connection with the com- 
pany’s studies of the make-up and de- 
velopment of the city for use in planning 
future requirements of electricity, gas, 
and steam. The data, presented in 
graphic form, were obtained from vari- 
ous sources including the U. S. Census 
of 1940 and local agencies. 

A foreword, by R. H. Tapscott, presi- 
dent, comments that “New York city 
holds many first places among the na- 
tion’s cities. It has the greatest popula- 
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tion, the largest port; it is the leading 
city in value of manufactures, the 
world’s center of finance, the greatest re- 
tail market.” But, it is pointed out, 
“along with these firsts go complexities 
found nowhere else . . . people from 
every state in the Union and from every 
nation on earth. Their habits, desires, 
and preferences are _ inconceivably 
varied.” 

As a consequence, observed Mr. Tap- 
scott, “a unique marketing problem con- 
fronts the man who wants to do business 
here. If he wants best results, a detailed 
study is imperative. . . . As a contribu- 
tion to your postwar planning, Consoli- 
dated Edison has compiled this survey 
of the New York city market.” 

A glance through the pages of this 
book reveals exhaustive and detailed 
data upon such subjects as population, 
housing characteristics, rent an income 
indicator, number of 1- and 2-family 
structures, their age and state of repair, 
and their plumbing equipment. Included 
also is general information regarding 
manufacturing, retail and wholesale 
trade, service industries, structures and 
equipment, and transportation facilities. 


HE comprehensive nature of the 
factual information presented, the 


authoritative sources from which it was 
compiled, and the infinite detail disclosed 
in the many tables, charts, and colored 
maps leave the impression that this sur- 
vey should be a practical and very helpful 
source-book for anyone interested in the 
postwar New York city market. 

Upon announcing its publication, 
Clarence L. Law, vice president, frankly 
stated: “We have prepared:this market 
survey in an effort to promote.our busi- 
ness by helping our customers to promote 
their business. The more business our 
customers do, the more business we do.” 

In thus making this survey available, 
Consolidated Edison recognizes the mu- 
tuality of interests which actually exists 
between a utility serving a community 
and the other business concerns in that 
community. 

And, in so doing, the company has con- 
tributed an outstanding public service, 
the beneficial results of which may well 
be far-reaching. 

It should be noted, too, that such poli- 
cies, adopted to advance a utility’s own 
business by promoting also the business 
of its customers—so carried out as to 
benefit the public served—can be helpful 
in building public relations, a factor of 
prime importance to all utilities. 


—R. S.C. 





¢ ‘T HE power of the written word lies in shaping the mind and spirit 


of man toward high achievement. 


There is, of course, a wide 


gulf between a statement of fact or of principles, on the one hand, and 


epithets or empty promises on the other. In recent years we have had 
good reason to learn that difference in our domestic affairs. It is not 
enough to talk about a more abundant life if the actions that follow 
the words leave millions unemployed and dependent upon government 
for a bare existence. It is not enough to talk about economic securit 
and then pursue policies which promote insecurity. It is not enoug 
to talk about the enterprise system and then pursue a course of action 
that stifles enterprise.” 

—Tuomas E. Dewey, 

Governor of New York. 
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Companies Form Association 


A NATIONAL association of electric light and 
power companies was scheduled to be es- 
tablished about August lst with headquarters 
in Washington, D. C., it was announced last 
month. 

Its purpose will be to further the interests 
of customers, employees, and investors of 
member companies, to coordinate regional ac- 
tivities, and to strengthen government-indus- 
try relations, the announcement said. 

Its president will be Purcell L. Smith, of 
Chicago, who is president of the Middle West 
Corporation. 

The organizing committee consists of A. C. 
Spurr, Fairmont, West Virginia; James M. 
Barry, Birmingham, Alabama; and K,. M. 
Robinson, Spokane, Washington, all operating 
electric company officials. 


Natural Gas Testimony Mapped 


pas for organizing the presentation of the 
natural gas industry’s testimony at the in- 
vestigation hearings before the Federal Power 
Commission, scheduled to start in Kansas City 
on September 18th, are being mapped by the 
industry, it was announced by the Independent 
— Gas Association of America on July 
ith. 

The executive committee of INGAA and in- 
dustry representatives have decided to set up 
a steering committee to codrdinate the testi- 
mony to presented by the industry. Work- 
ing under this steering committee will be sub- 
committees, each delegated to prepare the testi- 
mony to be presented on a certain topic. 

Collaborating with the steering committee 
and the various subcommittees will be E. Hol- 
ley Poe and Associates, nationally known nat- 
ural gas engineers, employed consultants, and 
personnel borrowed from the industry. 

The personnel of the steering committee and 
of the various subcommittees and the topic 
assigned to each subcommittee was to be an- 
nounced following a meeting scheduled for 
July 19th. 


FPC Grants Rehearing 


yb Federal Power Commission last month 
announced that it had (1) granted .the 
Reynosa Pipe Line Company of Corpus 
Christi, Texas, a rehearing on its application 
in Docket No. G-595 to export up to 60,000,000 
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cubic feet of natural gas a day from Texas 
to Mexico; (2) consolidated Docket No. G- 
595 with Docket No. G-594, the company’s ap- 
plication for a certificate of public convenience 
and necessity to construct and operate facilities 
to be used for exporting the gas; and (3) or- 
dered the consolidated hearing for October 
3rd at Washington, D. C. 

The company’s application in G-595 to ex- 
port gas to Mexico, principally for use by in- 
dustries in and around Monterrey, was dis- 
missed without prejudice by the commission’s 
order and opinion of May 8, 1945, on the 
ground that such exportation would not be 
consistent with the public interest. In its opin- 
ion, the commission also pointed out that an 
adequate showing was not made as to the possi- 
bility of obtaining supplies of natural gas 
within Mexico, 

Vice Chairman Leland Olds and Commis- 
sioner Claude L. Draper dissented from the 
May 8th order. 


Introduces Amendment to FPC 
Act 


EPRESENTATIVE Harris of Arkansas last 
month introduced in the House a bill 
CHR 3704) to amend § 1 of the Federal Power 
Act, with respect to the terms of office of 
members of the Federal Power Commission. 
The second paragraph of the section would 
be amended by inserting immediately after the 
second sentence thereof a new sentence as fol- 
lows: “Upon the expiration of his term of 
office a commissioner shall continue to serve 
until his successor is appointed and shall have 
qualified.” 
The hold-over provision, which is already 
contained in the Interstate Commerce Act, was 
not expected to encounter opposition. 


EHFA Liquidation Completed 


oHN W. Snyper, Federal Loan Administra- 
tor, announced last month that the Recon- 
struction Finance Corporation had paid the 
United States Treasury $1,450,000 in the final 
liquidation of the Electric Home and Farm 
Authority. 

EHFA was incorporated under the laws of 
the District of Columbia August 1, 1935, with 
a capital of $850,000 to succeed Electric Home 
and Farm Authority, Inc. ; 

From the be pee the authority has as- 
sisted 7,100 small contractors and business con- 
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cerns in 37 states by pordaning instalment con- 
tracts covering the sale of refrigerators, 
ranges, water heaters, washing machines, 
cream separators, etc., to more than 383,000 
householders who could not buy for cash, The 
contracts so purchased aggregated approxi- 
mately $53,048,000 and averaged less than $150 
per contract. ‘ ? 

The $1,560,000 paid to the Treasury was said 
to represent a net return to the government of 
$710,000 over the $850,000 capital stock of the 
authority. 


ICC Asks Rehearing 


Te Interstate Commerce Commission on 
July 9th asked a rehearing on a recent 
U. S. Supreme Court decision, which set aside 
an ICC order affecting railroad passenger rates 
in four southern states. 

In a 5-to-4 decision, the court ruled on June 
llth that the ICC lacked sufficient evidence to 
require intrastate railroad rates in Alabama, 
Kentucky, Tennessee, and North Carolina to 
be raised to the level of interstate rates. 

The ICC’s order issued on May 8, 1944, 
directed that the states’ passenger coach rate 
of 1.65 cents per mile be raised to the inter- 
state level of 2.2 cents per mile. 


FPC Issues Certificate 


tT Federal Power Commission last month 


issued a certificate of public convenience 
and necessity authorizing Northern Natural 
Gas Company, a Delaware corporation hav- 
ing its principal office in Omaha, Nebraska, 
to construct, at an estimated cost of $2,022,724, 
and to operate one additional 1,300-horsepower 
compressor unit at each of its Bushton and 
Mullinville, Kansas, compressor stations; ap- 
proximately 15 miles of 24-inch loop pipe line 
extending northeast from a point in Ellsworth 
county, Kansas, to a point in Ottawa county, 
Kansas; and a natural gasoline recovery plant 
and dehydration plant at the company’s Sub- 
lette compressor station in Seward county, 
Kansas. 

Northern Natural stated that the proposed 
facilities would increase the delivery capacity 
of its system by about 8,000,000 cubic feet of 
natural gas a day during the 1945-46 heating 
season. This will enable the applicant to sup- 
ply the additional demands upon its system by 
existing gas distributors. In turn the distribu- 
tors will supply an estimated 7,000 additional 
domestic and commercial space-heating cus- 
tomers. 

_ The state corporation commission of Kansas, 
intervener in the hearings on this matter, ad- 
vised the FPC that it “has no special objec- 
tion to the reasonable increase of facilities and 
reasonable increase of takes of gas from Kan- 
sas in so far as necessary to supply markets to 
which applicant is now obligated. because of 
Previous commitments.” 

Northern Natural Gas Company is engaged 
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in the transportation of natural gas produced 
in the Texas Panhandle field and in the Hugo- 
ton and Otis fields in Kansas, and in the sale 
of natural gas for resale in Kansas, Nebraska, 
Iowa, Minnesota, and South Dakota. 


Gas Strike “Truce” 


HE compressor stations of the United Fuel 

Gas Company, Charleston, West Virginia, 
began shooting fuel in full measure to eastern 
war industries on July 11th with a decision of 
CIO Oil and Gas Workers for a“temporary” 
cessation of a 2-day strike. 

The “temporary” phase was emphasized by 
union spokesmen who said the return was con- 
ditioned on “favorable action” of the War La- 
bor Board on the oil workers’ demands and a 
WLB promise that a hearing on the issues 
would start the following week. 

During the 36-hour period that most of the 
compressor stations were shut down only do- 
mestic consumers got gas. Stand-by supplies 
were used by industrial consumers in West 
Virginia, Kentucky, Virginia, Pennsylvania, 
Ohio, and New York. 

Before announcement of the settlement— 
effected after a series of meetings—agreement 
had been reached to turn back into the mains 
100,000,000 cubic feet daily received via Ten- 
nessee Gas & Transmission lines from Texas 
and other southern fields. This had eased the 
industrial situation somewhat. 

The CIO union, which took a strike vote 
under the Smith-Connally Act, walked out 
1,000 strong on July 9th at midnight to seek 
enforcement of a demand for a flat 10-cent- 
an-hour wage increase. The existing scale 
ranged from 47 cents to $1.12 an hour. 

There were other grievances also to be set- 
tled, but mostly of an individual nature. 


NARUC Convention off 


HE 1945 convention of the National As- 

sociation of Railroad and Utilities Com- 
missioners, scheduled for French Lick Springs, 
Indiana, September 17th to 19th, has been 
called off as a result of the unanimous vote 
of the association’s executive committee taken 
at a meeting in Chicago on July 12th. 

This action was prompted by the very diffi- 
cult transportation situation which now exists 
and the even more serious situation which 
the committee was advised would prevail in 
the future. 

Under the terms of an amendment to the 
constitution adopted two years ago regarding 
the possible necessity for omitting wartime 
conventions, the existing officers of the asso- 
ciation will hold over for another year. These 
are John D. Biggs of Illinois, president; 
Duane T. Swanson, first vice president; Fred- 
erick G. Hamley, general solicitor; 
Smart, secretary. 

In addition to the foregoing officers, who 
are also members of the executive committee, 
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the following committee members attended 
the Chicago meeting: 

John E. Benton, advisory counsel; James A. 
Perry, Georgia; Nelson Lee Smith, Federal 
Power Commission; James W. Wolfe, South 
Carolina; Harvey B. Apperson (for H. Les- 
ter Hooker), Virginia; Paul A. Walker, Fed- 
eral Communications Commission; Leland 
Olds, Federal Power Commission; Clyde B. 
Aitchison, Interstate Commerce Commission; 
Ben C. Larkin, North Dakota; Ray O. Weems, 
Oklahoma; Clyde B. Fisher, Connecticut; 
Joseph E. Conlon, New Jersey; W. F. Whit- 
ney, Wisconsin; Carroll L. Meins, Massachu- 
setts; Justus F. Craemer, California; Richard 
B. McEntire, Kansas; Harry M. Miller, Ohio; 
C. L. Doherty, South Dakota. 

A very full discussion was had on the mat- 
ter of the holding of the 1945 convention. 
Commissioner Cannon of Indiana stated that 
his commission had been compelled to with- 
draw its invitation to this association to hold 
its meeting at French Lick Springs due to the 
inability of obtaining transportation equipment 
to carry the convention delegates from the 
nearest railroad junctions to French Lick 
Springs. Chairman Yoder of Indiana ex- 
pressed, on behalf of Governor Schricker and 
the Indiana Public Service Commission, the 
hope that the association will come to French 
Lick Springs in the future when the transpor- 
tation situation has improved. Commissioner 
Aitchison read a letter addressed to him by 
Director Johnson which outlined the present 
and prospective transportation situation. In 
light of this and other information which was 
supplied to the committee, the following reso- 
lution was adopted by the committee: 

“Resolved, That the annual meeting of the 
association for the year 1945 be omitted.” 


NARUC Group Studies Bills in 
Congress 


TS following legislative bills were con- 
sidered by the executive committee of the 
National Association of Railroad and Utilities 
Commissioners on the occasion of its recent 
meeting in Chicago: 

With respect to HR 3262, a bill extending 
the so-called thirteenth section powers of the 
Interstate Commerce Commission to intrastate 
motor carrier rates, an opposition resolution 
was adopted which also provided: 

“Resolved further, That the committee on 


legislation and the legal representatives of this 
association are charged with the duty of ap. 
pearing on behalf of this association in pro- 
test against the enactment of HR 3262 or any 
other legislation of similar character, at any 
future hearing which may be held thereon be- 
fore any committee of Congress.” 

With respect to the administrative proce. 
dure bills, the following resolution was 
adopted : 

“Resolved, That the general solicitor be in- 
structed to distribute to the several commis- 
sions represented in this association a sum- 
mary statement respecting the administrative 
procedure bills now pending before Congress, 
together with any further statement with ref. 
erence thereto which he may desire to make, 
accompanied by a copy of the resolution 
adopted at the 1944 annual meeting of the as- 
sociation relating to said bills.” 

With respect to the Federal aviation bills, 
the following resolution was adopted: 

“Resolved, That this association reaffirms 
the resolution adopted at its fifty-fifth annual 
meeting in opposition to the Lea-Bailey avia- 
tion bill, and declares its unalterable opposition 
to any legislation which will operate to de- 
stroy or interfere with the right of the states 
to regulate the rates and services of air car- 
riers operating in intrastate commerce, and 

“Resolved further, That the executive offi- 
cers together with the chairman of the com- 
mittee on legislation and the legal represent- 
atives of the association are authorized to 
determine the propriety of formulating and 
sponsoring Federal legislation amending and 
clarifying the Civil Aeronautics Act of 194 
for the purpose of safeguarding state economic 
regulation of intrastate air commerce.” 

With respect to the rural telephone bills, S 
1115 and HR 3501, 79th Congress, the fol- 
lowing resolution was adopted: 

“Resolved, That the committee on legisla- 
tion and the legal representatives of the asso- 
ciation are charged with the duty of appear- 
ing on behalf of this association at any fu- 
ture hearing which may be held on § 1115 or 
HR 3501, 79th Congress, or any similar bill, 
before any committee of Congress, for the 
purpose of seeking an amendment prohibiting 
the Federal loaning agency from making any ° 
loan for the purchase, sale, construction, op- 
eration, or enlargement of any telephone line 
or system unless the consent of the state au- 
thority having jurisdiction in the premises, if 
any, is first obtained.” 


* 
Alabama 


SEC Approves Sale 


LABAMA WATER SERVICE COMPANY'S sale of 
the water distribution system serving 
Geneva to the city of Geneva for $40,000 was 
approved last month by the Securities and Ex- 
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change Commission. Proceeds will be used to 
redeem Alabama’s 6 per cent cumulative pre- 
ferred stock held by its parent, Federal Water 
Service Company. pee 

Alabama is to consummate the sale within 
six months. 
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California 


Retroactive Pay Decision 


EMBERS of the AFL International Broth- 
M erhood of Electrical Workers, working 
for the Pacific Gas and Electric Company, will 
lose more than two months of a retroactive 
pay increase because of the union’s delay in 
making known its specific demands. 

This announcement was made last month 
by the regional War Labor Board. The board, 
on May 2lst, issued a directive in the AFL 
union’s case against the utility. The directive 
disposed of all issues except the retroactive 
dates of wage adjustments and the restoration 


of pension payments deducted from the sala- 
ries of retired employees who had been called 
back to work, 

The board’s statement said that “although 
the dispute was certified on September 29, 
1944, the public, industry, and labor members 
of the board voted to uphold the unanimous 
recommendation of the panel that the wage 
adjustments be made retroactive to December 
2, 1944, when the union first made known its 
specific demands.” 

The usual practice is to make pay increases 
retroactive to the date of certification of the 
dispute to the board. 


Connecticut 


Utility Announces Program 


+ L, CAMPBELL, president of the Connecti- 
e cut Light & Power Company, last 
month announced that in the next five years 
the company estimates it will spend $22,000,- 
000 for additional electric generating units, 
generating unit replacements, additions to 
transmission and distribution system facilities, 
and equipment rehabilitation. Mr. Campbell es- 
timates that the company will be able to finance 
practically all of the above expenditures with- 
out having to raise any additional capital, it 
was said. 

The proposed additions to the company’s 
generating capacity include the installation at 
the Devon power plant of an additional 45,000- 
kilowatt high-pressure steam unit to be fol- 
lowed by the replacement at the Montville 


power plant of two 10,000-kilowatt low-pres- 
sure units with a new 31,250-kilowatt high- 
pressure steam unit. The new Devon unit will 
be practically identical with the fourth unit 
which went into service there in October, 1942. 

The Bristol load has heretofore been sup- 
plied by power purchased from the Connecti- 
cut Power Company. This contract will be 
terminated and a new 69,000-volt transmission 
line will be built from the Southington sub- 
station to Bristol to enable that load to be sup- 
plied thereafter from the company’s own sys- 
tem. 

Mr. Campbell said that the speed with which 
the $22,000,000 improvement program can be 
gotten under way depends largely on the avail- 
ability of essential materials and the time in 
which new power plant units can be con- 
structed. 


District of Columbia 


Private Bond Sale Permitted 


Da™= of Columbia public utilities com- 
missioners last month granted a plea by 
the Washington Gas Light Company for a 
waiver permitting them to sell $13,855,000 
worth of bonds in private sale to nine compa- 
nies instead of in the open market. 

Robert C. Owers, vice president and treas- 
urer of the gas company, estimated public sale 
would cost $258,550 while private financing 
would total $77,325 and make it necessary to 
offer less interest to buyers. Owers said the 
company planned to offer its issue at 34 per 
cent at a price of 103.87. The bonds would 
come due in 1970 and pay buyers interest of 
2.9 per cent. 

The commission, in waiving its regulations 
requiring competitive bidding, permitted the 
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company to readjust its bonded indebtedness 
by exchanging 34 per cent bonds for 4 per 
cent and 34 per cent bonds now outstanding. 
In addition the commission ordered that funds 
raised by sale of the new bonds be used to re- 
tire a first mortgage real estate note of the 
company from Acacia Mutual Life Insurance 
Company. 

The bonds will be purchased as follows: 
Northwestern Mutual Life Insurance Com- 
pany, $5,000,000; John Hancock Mutual Life 
Insurance Company, $3,000,000 ; Massachusetts 
Mutual, $2,000,000; New England Mutual, $1,- 
500,000; Acacia Mutual, $925,000; Mutual 
Benefit Life Insurance Company, $500,000; 
State Annuity & Investment Board of Wis- 
consin, $320,000; Provident Mutual Life In- 
surance Company, $310,000; and Life Insur- 
ance Company of Virginia, $300,000. 
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lowa 


City, Railway Split Cost 
TS Des Moines city council has allotted 
$3,500 for the next fiscal year, the amount 
to be matched by the street railway company, 
to pay costs of a survey of city motorbus and 

trackless trolley wear on city pavements. 
Mayor John MacVicar said recently, pre- 
liminary to another council discussion of 
budget proposals, that cost of the study had 
been estimated at $7,500, and the city had ap- 
propriated half that amount with the under- 
standing the Des Moines Railway Company 

would pay the other half. 

The mayor said that, under state legislation 


enacted in April, increasing from 14 to 23 the 
percentage of bus and curbliner receipts to be 
paid toward city street upkeep, it was agreed 
that the higher percentage would be retroac- 
tive to January Ist. 

C. B. Stull, president of the Citizens Pro. 
tective League, which prompted the legislation, 
repeated his organization’s contention that 
books of the street railway company, operator 
of the busses and trackless trolleys, should be 
audited to obtain information for guidance of 
the committee, which would be assigned to de- 
termine what portion of the receipts should go 
to the city for street maintenance and recon- 
struction. 


Kentucky 


Tax Group Backs Plan 


‘aoe Taxpayers League of Kentucky last 
month announced adoption of a resolution 
pledging the support of the organization and 
its affiliated groups to the citizens committee 
of the Kentucky Retail Merchants’ Association 


and Edward O. Nobbe, chairman, in the fight 
for city purchase and operation of the Louis- 
ville Gas & Electric plant. 

Another resolution pledged support to the 
employees of the LG&E under municipal own- 
ership, promising that the league would stand 
behind them in every way possible. 


Maryland 


REA Loan Permission Sought 


HE Choptank Electric Codperative, Inc., 
of Denton, last month filed with the state 
public service commission a petition for au- 
thorization of the issuance of a note to the 
United States government for a $290,000 Rural 
Electrification Administration loan to cover 
costs of line extensions. 
The cooperative, which operates in nine 
Eastern Shore counties of Maryland, also 


asked that the commission reaffirm a previous 
order for construction of new lines, which had 
been delayed because of lack of materials and 
an extension of time in which to complete the 
project. 

The —— said the codperative had applied 
to the A for a loan to finance the construc- 
tion of the proposed electric system and that 
the application had been received favorably 
and a loan agreement for an initial amount 
had been negotiated. 


> 
Michigan 


nounced it planned to purchase 80 new street- 


Pushes Repeal Plea 


HE Detroit Street Railway last month 

pleaded with the city council for immedi- 
ate action on the proposed repeal of a 24-year- 
old ordinance requiring 2-man operation of 
streetcars. 

“All plans for postwar development of trans- 
portation service in the city are being held up 
pending a decision by the council on this phase 
of DSR planning,” Frank W. Rising, acting 
president of the DSR commission, said. 

The street railway asked repeal of the or- 
dinance last June when the management an- 
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cars of the s y, relatively quiet, and 1-man 
operated PCC type. 

A repeal measure was introduced, given a 
formal first and second reading, and tabled. 


Rate Cut Stayed 


(aon Judge Archie D. McDonald, sit- 
ting in the Ingham County Circuit Court, 
on July 9th issued an injunction restraining 
the state public service commission from en- 
forcing, pending the results of litigation, its 
order of June 2nd reducing the Detroit Edi- 
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son Company’s electric rates approximately 11 
percent. . ” 

The injunction was obtained by the utility 
to withhold enforcement of the order until the 
legality of the order and other rate litigation 
can be heard in the courts. Judge McDonald 
fixed August 20th for the final oral arguments 
on the merits of the case. 


Assistant Attorney General James Williams 
and James Lee, assistant corporation counsel 
of Detroit, acquiesced in the injunction. 

At Mr. Williams’ suggestion the court 
agreed to withhold until the next war bond 
drive next fall the investment of approxi- 
mately $10,450,000 in money of the company 
which is held in escrow. 


Minnesota 


Win Pay Adjustment 


A LONG controversy between the street rail- 
way company and 2,541 employees, mem- 
bers of the Amalgamated Association of Street, 
Electric Railway, and Motor Coach Em- 
ployees, Local 1,005, AFL, was settled last 
month when the sixth regional War Labor 
Board in Chicago approved adjustments deter- 
mined by an arbitration board. 

The adjustment allows time and one-half 
after forty hours each week, adjusts and 


equalizes work in various departments, and 
gives the employees a bonus of 14 cents an 
hour, retroactive to January 1, 1944, Andrew 
Wigstrom, president of the street railway 
union, said. 

Two other firms’ employees were granted 
increases. They were the Franklin Trans- 
former Manufacturing Company and the Elec- 
trical Manufacturing & Engineering Company 
of Minneapolis. The United Electrical Radio 
and Machine Workers, Local 1,139, CIO, 
joined with the firms seeking the raise. 


% 
Nebraska 


Asks Withdrawal of Actions 


Owe: City Commissioner Roy N. Towl 
last month suggested that the city council 
consider withdrawal of “any or all” proceed- 
ings which the old city council brought against 
the new Nebraska Power Company. Tow! said 
he thought the council should do everything 
possible to clear the way for formation of the 
new Omaha Public Power District, for which 
petitions were then being circulated, it was 
reported. 


Pending actions, all of which were instituted 
by the former city council, included: an or- 
dinance calling for condemnation of NPC 
properties within the city; an ordinance de- 
manding a $1,000,000 reduction in rates 
charged electric users in Omaha; a district 
court lawsuit asking cancellation of the local 
group’s purchase of NPC common stock; a 
resolution canceling the company’s operating 
franchise ; and a Federal court lawsuit ee 
by preferred stockholders of the company, to 
which the city is a party. 


New Mexico 


Starts Rate Base Study 


4 he. state public service commission last 
month announced it had initiated valua- 
tion proceedings preliminary to studies of the 
rate bases of five utility companies. Valuation 
hearings, beginning August 8th and to con- 
tinue until completion, were set for these com- 
panies : 

Santa Fe water and electric division of 


New Mexico Power Company, Las Vegas 
Light & Power, Deming Ice & Electric, Daw- 
son division of New Mexico Power Company, 
and Aqua Pura water division (Las Vegas) of 
New Mexico Power Company. 

“These hearings are designed to provide in- 
formation on valuations by which the commis- 
sion can determine whether present rates are 
adequate or too high,” Chairman W. W. 
Nichols said. 


Pennsylvania 


pany on a rate increase. The utility’s present 
rates are “just and reasonable” and a boost 
isn’t merited, the commission ruled. 

The commission at the same time dismissed 
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Rate Increase Refused 


HE state public utility commission on July 
14th turned down the Equitable Gas Com- 
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a complaint against the public utility’s exist- 


ing tariffs. 

The PUC pointed out that Equitable’s oper- 
ating income already is about $140,000 in ex- 
cess of the allowed return of $2,015,000. 

CIO pressure was applied recently to sup- 
port Pittsburgh’s fight against proposed new 
Equitable Gas Company rates. 

Regional CIO Director Anthony J. Federoff 
wrote Governor Edward Martin urging that 
the governor take interest in the state public 
utility commission proceeding. 

He was referring to the Eght between the 
city and the state utility commission over the 
introduction of rate evidence at hearings. 


State FEPC Fight Renewed 


| regen and state laws to guarantee the right 
to work without discrimination of race, 
creed, or color were urged on July 10th by 
the new Pennsylvania Committee for a Per- 


manent Fair Employment Practices Commis- 
sion. The executive board of the committee, 
set up at a meeting of representatives of 12 
county FEPC committees and state organiza- 
tions backing the movement, called on Penn- 
sylvania Congressmen to: 

Work for a restoration of the full appro- 
priation for the Federal FEPC. 

Sign a petition to force out of committee 
for floor action a bill to make the Federal 
agency a permanent branch of the government. 

Michael Johnson, temporary chairman of the 
state committee, said plans also were discussed 
for circulating petitions among voters calling 
on Governor Martin-to summon a special ses- 
sion of the legislature for creation, among 
other things, of a state Fair Employment Prac. 
tices Commission. 

Five measures to handle the problem of job 
discrimination on a statewide Tol were be- 
fore the 1945 general assembly, but all died 
in committee. 


Texas 


Ratable Gas Take Viewed 


CASE to test the state railroad commis- 

sion’s authority to require ratable taking 
in natural gas fields was proposed recently by 
Chairman Olin Culberson, of the railroad com- 
mission. 

“I am ready and willing, if my colleagues 
are, to see if we can apply the doctrine in the 
Bammel Case (Corzelius v. Harrell) to all mat- 
ters affecting the gas industry where in the 
judgment of the commission it is necessary to 
enter such orders for prevention of waste,” 
Culberson asserted. 

The chairman said distribution of markets 
among all producers on a ratable basis would 


not be popular with many purchasing compa- 
nies. 

“But I believe ratable taking is just as neces- 
sary for gas as it is for oil, and in the long 
run I believe the industry will come to realize 
it,” Culberson predicted. “It will promote bet- 
ter relations with the producers, the royalty 
owner, and with the public.” 

Culberson said “the only way we can find out 
how much authority the commission has is to 
try it out.” He recalled that his testimony be- 
fore the state legislature included a statement 
that the commission would have too much 
power for any three men if the Supreme 
Court’s opinion is considered in its broadest 
terms. 


Washington 


$7,449,030, Tax Commission Chairman H. H. 
Henneford said recently. 

The largest increases were evident in elec- 
tric light and power companies and telephone 
companies, Henneford said. 

The valuation of telephone companies was 


Utility’s Income High 


F@ the first time in Seattle City Light’s his- 
tory, its gross revenues have exc 
$10,000,000 for a 12-month period, Lighting 
Superintendent E, R. Hoffman reported re- 
cently to Councilman Bob Jones. Revenues for 
the year ending May 3lst total $10,004,045.52. 

At the end of May, meters on City Light 
lines totaled 113,476, or an increase of 1,905 
over the latest previous reported total, while 
ranges had increased 2,265 to 58,411. 


Value Shows Jump 


HE total value of public utility companies 
in Washington jumped to $407,548,390 in 
1945 from $400,099,360 in 1944, an increase of 
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fixed at $51,839,000, a gain of $4,550,000 over 
the $47,326,500 in 1944. Power companies 
jumped $2,905,000 from the $113,371,500 valua- 
tion of 1944 to $116,151,500 in 1945. 

Puget Sound Power & Light Company led 
others in the power field, having a 1945 valua- 
tion of $62,800,000 as compared to $60,990,000 
in 1944, 

Leader in the telephone company group was 
Pacific Telephone & Telegraph Company with 
a 1945 valuation of $46,400,000 as compared to 
$42,000,000 last year. 
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The Latest 
Utility Rulings 


Court Refuses to Restrain Accounting 
Inquiry by Federal Power Commission 


HE review of orders of the Federal 

Power Commission under § 313(b) 
of the Federal Power Act, 16 USCA 
§ 825 1, is exclusive, according to a rul- 
ing of the district court of the United 
States for the District of Columbia. 
Therefore, the court held that it had no 
jurisdiction over the subject matter of a 
complaint by the Arkansas Power & 
Light Company to restrain the commis- 
sion from making an investigation of 
accounts. 

The complaint sought (1) an injunc- 
tion to restrain the commission from tak- 
ing further action in a pending proceed- 
ing, and (2) a declaratory judgment that 
exclusive jurisdiction over the company’s 
primary books of accounts and of entries 
made and to be made therein is vested in 
the department of public utilities of the 
state of Arkansas. The company ad- 
mitted that it was a public utility subject 
to the jurisdiction of the commission. 

The department of public utilities of 
Arkansas was made a defendant in the 
action, and it filed a cross-claim seeking 
relief similar to that sought by the com- 
pany. The department and its commis- 
sioners had not intervened nor sought to 
intervene in the proceedings before the 
Federal Power Commission. 

Section 313(b), said the court, pro- 
vides that any party to a proceeding un- 
der the act, aggrieved by an order issued 
by the commission, may obtain a review 


in an appropriate circuit court of appeals. 
The court, after stating that this method 
of review is exclusive, added that the 
Federal Declaratory Judgment Act, 28 
USCA 400, does not confer upon the 
court jurisdiction which it does not other- 
wise possess. 

The position of the state officials was 
said to be governed by the same princi- 
ples. They could not escape them by fail- 
ing to seek relief in the proceeding pend- 
ing on the commission’s docket, about 
which they complained. They might file a 
petition for intervention, and, if this 
were allowed and they were aggrieved by 
an order thereafter issued, they might ob- 
tain a review of the order. If the petition 
to intervene were denied, they might ob- 
tain a review of that order. 

It was also pointed out that the admin- 
istrative remedies under the Federal 
Power Act had not been exhausted and 
no one is entitled to judicial relief for a 
supposed or threatened injury until the 
prescribed remedy has been exhausted. 

The court also observed that the sub- 
stantive question raised by the company 
and the state officials appeared to have 
been settled adversely to their contention 
in Northwestern Electric Co. v. Federal 
Power Commission (1944) 321 US 119, 
88 L ed 596, 52 PUR(NS) 86, 64 S Ct 
451. Arkansas Power & Light Co. v. 
Federal Power Commission et al. (Civil 
Action No. 27451). 


Electric Rates Fixed for Government 
Housing Project 


HE North Carolina commission es- 
tablished for a government housing 
authority an electric rate schedule pro- 
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viding for a rate of 5 cents per kilowatt 
hour for the first 100 kilowatt hours, 
with decreasing rates for higher blocks 
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of energy, resulting in a rate of 24 cents 
per kilowatt hour applicable in a 3,500 
kilowatt-hour block following the first 
1,500-kilowatt-hour blocks. The next 200 
kilowatt-hours’ use of demand is to be 2 
cents per kilowatt hour and the excess 
1.75 cents per kilowatt hour. 

Energy is to be available at primary 
distribution voltage for these projects 
where energy is sold through one master 
meter for each project and not used for 
resale service, except that customers may 
distribute energy to tenants of a project 
as an incident of tenancy. Meter readings 
will not be grouped for billing purposes. 

Chairman Winborne had declared 
that Schedule No. 2, under which the 
housing authority sought service, was 
limited to service to an individual build- 
ing and its adjuncts and therefore was 
not open to housing projects which had 
more than one building in a unit. The 
new schedule was offered by the commis- 
sion’s rate expert. 

Commissioner Johnson, in a dissent- 
ing opinion, said that the authority had 
been buying from the Tide Water Power 
Company the electric energy consumed 
by the families residing in apartments at 
$2.20 per hundred kilowatt hours for 
residential service. Other customers of 
the company living in and around the city 
of Wilmington were paying $4.11 per 
hundred kilowatt hours for residential 
service. Residents of other counties were 
paying $4.53 per hundred kilowatt hours. 
He continued : 

The Federal Housing Authority paid to 
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the Tide Water Power Company $151,989.60 
for electric energy used by the residents of 
these apartments during the past twelve 
months. 

If the families occupying these apart- 
ments had paid the same rate for elec. 
tric energy used as other residents of the 
territory, then the Tide Water Power Com- 
pany would have a surplus of approximately 
$160,000 which could have been used as a 
rate reduction for residential users. 

This commission, in arriving at rates 
which shall be applicable to the housing proj- 
ect, as well as other customers, must first 
determine what rate is necessary to give the 
power company a fair and reasonable return 
based on a fair and reasonable investmert. 
If the rates approved are not sufficient to 
give the power company the necessary funds 
for operation, etc., then, and in that event, 
the rates would have to be increased. If the 
rates approved are higher than is necessary 
to give a fair return then the customers are 
entitled to a rate reduction. If the Tide 
Water Power Company is permitted to sell 
electric energy to a customer or customers 
at a rate lower than the cost of production, 
distribution, etc., then the other customers 
of the company have to make up for this 
loss by paying an increased rate. I am un- 
willing for a residential customer, whether 
he lives in a government apartment, a rented 
or his own house, to buy or use electric 
energy bought at a rate cheaper than is paid 
by all of the residential customers served by 
the same company. A citizen living in a gov- 
ernment-owned house should have no ad- 
vantage over the citizen living in his own 
house, 

If it is possible, and I think it is, that the 
Tide Water Power Company could stand a 
rate reduction, then I think every residential 
customer should be treated alike and receive 
the same reduction. 


Re Tide Water Power Co. (Docket No. 
2888). 


Bonus Arrangement with Labor Union As 
Rate Case Element 


HE New York commission, in a 

proceeding relating to fares of the 
Syracuse Transit Corporation, made full 
allowance for a bonus to employees un- 
der a bonus plan approved by the War 
Labor Board and the Director of Eco- 
nomic Stabilization. This bonus attempts 
to compensate the company employees 
for the increased and unusual wartime 
work load. The commission said : 


The formula in effect determines what the 
wages would be per vehicle mile if they in- 
creased (since 1941) in the same proportion 
as revenue, increased revenue indicating in- 
creased productivity. From this is subtracted 
current -wages reduced by the 15 per cent 
permitted under the Little Steel formula. 
The difference is set forth as an increase in 
productivity not compensated for in current 
wage rates. There is a 7-cent-an-hour ceiling 
on such bonuses. The bonus formula an 
bonus payments thereunder are in no way 
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related to the company’s net operating reve- 
nues. It is apparent from the testimony of 
Messrs. Brien and Collins, representing the 
employees’ union, that bus employees’ work 
under present overcrowded conditions is de- 
cidedly more difficult than it was prewar. 
Upon the records herein, I do not question 
that the employees should receive this ad- 
ditional compensation. 

Mr. Doran, counsel for the commission, 
pointed out that the bonus plan approved 
by the National War Labor Board was 
granted on the condition that the company 
would not use this bonus for an application 
for a fare increase or to resist an otherwise 
justifiable fare decrease. 


An exhibit was presented by the union 
to show that if the token rates were 7 for 
50 cents, there would be a reduction of 
$25 a year in bonus per union member ; 
a token rate of 8 for 50 cents would re- 
sult in a $50 reduction; a token rate of 
4 for 25 cents would result in a $75 re- 
duction. There was testimony indicating 
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that prevailing wage rates for mechani¢s 
in the city were substantially higher than 
those in effect, including the bonus, for 
company employees. The commission de- 
clared : 


Rate reductions should not be used as a 
basis for reducing the compensation paid to 
employees. As has already been shown, this 
matter is complicated by the contract be- 
tween the company and the union. However, 
this is a matter for the union and the com- 
pany to work out with the national agen- 
cies. Quite obviously this commission cannot 
become involved in any wage agreements or 
negotiations with the War Labor Board, nor 
be restricted in applying the standard fixed 
by law for reasonable rates. It is not reason- 
mS that an arbitrary formula for comput- 
ing the additional compensation should be 
used to prevent a just reduction in rates of 
fare paid by the public. 

Corp. (Case 


Re Syracuse Transit 


11623). 


Organization of Power District 


HE supreme court of Wyoming up- 

held a judgment denying a petition 
for organization of a power district un- 
der state laws. The case involved the 
validity and application of statutes en- 
acted in 1931 and 1933. 

It was pointed out that a statute re- 
quires that application for operating au- 
thority should be made by the signers of 
the petition for the creation of the dis- 
trict and not by the proposed district, 
since the district has no legal entity until 
created by the courts. No certificate of 
convenience and necessity from the state 
public service commission was attached 
to the petition, as required by the 1931 
law, as it was alleged that the district did 
not intend to construct a new or compet- 
ing system, but to acquire an existing 
system. It was further alleged that under 


the 1930 law no such certificate is re- 
quired. 

The court, after reviewing the statutes, 
did not believe that it would have a right 
to say that the requirement of a certifi- 
cate was unnecessary. If the legislature 
had intended to waive that requirement 
when bonds issued by the district were 
to be revenue bonds, it would have been 
an easy matter to say so. 

The commission, it was said, is re- 
quired to be satisfied of the financial abil- 
ity of the applicant before issuing a cer- 
tificate. The further ruling was made that 
a power district does not have authority 
to purchase a municipal electric light 
plant and to issue revenue bonds in pay- 
ment therefor or to include a municipal- 
ity within the district. Re Sheridan Coun- 
ty Power District, 157 P(2d) 997. 


e 


Mailing Petition Not Sufficient Compliance 
With Time Limit Requirement 


Ae verified on April 16, 1945, 
and by letter dated April 16, 1945, 
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forwarded to the New York commission 
and received at the commission’s office on 
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April 17th, was held by the commission 
not to constitute an application made 
within thirty days of an agreement with 
a municipality signed on March 17th. 
The agreement was for modification of a 
local consent to bus operations, made 
conditional upon the company making 
application to the commission for the 
necessary approval and authority within 
thirty days from the date on which the 
contract was signed. 

Counsel for the petitioner argued that 
timely application had been made since 
the petition was placed in the mail on 
the thirtieth day, and that in any event 
the only one who could raise the objec- 
tion was the municipality, which had not 
done so. Counsel for the commission 
argued that the modification of the local 
consent contained a conditional limitation 
on the life of the consent, and that ap- 
plication not having been made in time, 
the modified consent ceased and deter- 


mined. The company, not having applied 
in time, had no valid modified local con- 
sent on which the commission could base 
an amendment to the existing certificate 
of public cgnvenience and necessity, 
Commissioner Arkwright said: 


The mere placing of the petition in the 
mails, to be received at the office of the com- 
mission at some subsequent time which 
might be a day or longer, or even not at al] 
if the petition were lost in the mail, in my 
opinion, is not making application to the 
public service commission. Surely, no one 
would argue that even if the petition were 
forwarded with all good intent, and never 
received, timely application had been made. 
This section, for reasons best known to the 
city of New York, places a limitation of 
thirty days within which application to the 
public service commission must be made. It 
specifies that unless this application is made 
within that time, the rights granted in the 
modification agreement shall cease and de- 
termine, 


Re Manhattan & Queens Bus Corp. 
(Case 11950). 


e 


City’s Power Contract Restricting Own 
Operations Not a Plant Sale 


CONTRACT between the city of Fort 
Valley and the Georgia Power 
Company under which the company 
would supply electricity for five years 
was held by the supreme court of Georgia 
not to be a contract under which the city 
was undertaking to sell or lease its plant 
or a part thereof, or otherwise to part 
with title or right of possession. If the 
contract had amounted to a sale, lease, 
or other disposition of plant or property, 
a prescribed statutory procedure would 
have been necessary. 

The basis for the contention that this 
did amount to such a sale or other dis- 
position of property, made by a citizen 
and taxpayer in an injunction proceed- 
ing, was the fact that the city restricted 
itself in operating its own electric plant. 
The city agreed that it would not itself 
manufacture current for resale beyond a 
limited stated amount. It agreed that it 
would not sell current to users of more 
than 100 horsepower, with certain noted 
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exceptions, nor would it manufacture its 
own current for resale to customers or 
use any electric service from any other 
source, or serve any customer using cur- 
rent in quantities of 500 horsepower or 
more. 

The contract also granted to the com- 
pany the right to use the streets and alleys 
of the city for the purpose of erecting 
and maintaining its own poles, wires, and 
other equipment. The contract, however, 
did not’ require the city to give up its 
own municipal lighting plant or its dis- 
tribution system, although its use was 
limited as stated above. 

The nonexercise of the city’s right to 
generate current, with the small excep- 
tion, related to a passive attitude on the 
part of the city, said the court, whereas a 
disposition of a part of its plant would 
call for affirmative action. The court con- 
tinued : 

An obligation on the part of the municipal- 
ity not to generate but a certain designated 
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per cent of electrical energy could not in 
any sense be said to be a disposition of a 
plant or any part of it. Not only is the con- 
tract and franchise to the power company 
silent as to any suggestion that the city will 
sell, lease, or otherwise dispose of its plant, 


but on the contrary it would seem that it 
was expressly recognized that the city would 
not dispose of it... 


Brown v. Mayor, etc. of Fort Valley et 
al. 33 SE(2d) 705. 


Other Important Rulings 


PERATION of public utilities by a mu- 
O nicipality for service to its inhabi- 
tants was held by the supreme court 
of Indiana to constitute a proprietary 
rather than a governmental activity, in a 
case where it was held that the income 
from operation of water, electric, and 
gas utilities was subject to state gross in- 
come tax. Department of Treasury v. 
City of Linton, 60 NE (2d) 948. 


The Wisconsin commission authorized 
the elimination of free interexchange 
service between exchanges of separate 
telephone companies about 25 miles apart 
and the establishment of a toll message 
rate of 10 cents per call where the com- 
munities were distinct trading areas with 
few common interests, use of the service 
was restricted to a minor portion of the 
subscribers of both companies, and the 
demand upon the one existing interex- 
change circuit had in the past been such 
as to result in inadequate service. Re 
Amery Electric Co. (2-U-2019). 


The Wisconsin commission authorized 
the elimination of free interexchange 
service and establishment of a toll mes- 
sage rate of 5 cents per message, for a 
trial period, between exchanges of sepa- 
rate telephone companies about 54 miles 
air-line distance apart where the com- 
munities were commercially interde- 
pendent, free interexchange service was 
inadequate to serve the demand, and a 
nominal toll rate would curtail use but 
be low enough so that the public would 
not be discouraged from the use of the 
service. Re Amery Electric Co. (2-U- 
2020). 


_ The Wisconsin commission, in author- 
izing increased rates for a telephone com- 
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pany, held that the practice of requiring 
subscribers to maintain telephone instru- 
ments is not consistent with reasonably 
good service. Re lowa County Telephone 
Co. (2-U-2034). 


Certificates granted by the Interstate 
Commerce Commission authorizing mo- 
tor carrier transportation across a river 
were held in a Federal court case not to 
authorize transportation under the river 
by use of a tunnel. Adirondack Transit 
Lines, Inc. v. United States et al. 59 F 
Supp 503. 


The Wisconsin commission expressed 
a preference for a comparison of railroad 
station expenses with gross amount of 
business transacted at the station in- 
stead of a comparison of station ex- 
penses and revenues, in passing upon an 
application for authority to substitute 
caretaker for agency service at a station. 
Re Chicago & North Western Railway 
Co. (2-R-1639). 


A Federal District Court, in upholding 
an order of the Interstate Commerce 
Commission denying “grandfather” 
rights to a motor carrier, held that ex- 
pansion of operations during pendency 
of a proceeding before the commission 
was made at the risk of the applicant and 
he could not complain upon denial of 
such a certificate that he was deprived of 
property without due process of law; 
that the current magnitude of his opera- 
tions, except in so far as they contributed 
proof of bona fide continuance of opera- 
tions after the effective date of the Motor 
Carrier Act, was no measure of the ap- 
plicant’s rights, but might be highly in- 
structive upon the issue of actual public 
convenience and necessity if an applica- 
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tion for a certificate be presented on that 
basis; and that a mere holding out to 
render service is not enough to warrant 
the granting of a certificate, since the 
holding out must concur with bona fide 
operations. Watson Brothers Transpor- 
tation Co. Inc. v. United States et al. 59 
F Supp 762. 


Specific contracts of common carriers 
inconsistent with terms of tariff sched- 
ules are generally void, it was said in a 
decision of the supreme court of Wash- 
ington, where it was held that an air car- 
rier could not be held liable to a passenger 
for breach of alleged agreement to effec- 
tuate transportation within a certain time 
limit, since the agreement was void as in 
violation of a tariff regulation that the 
carrier could cancel any flight without 
becoming responsible for delay. Jones v. 
Northwest Airlines, Inc. 157 P(2d ) 728. 


A marketer of petroleum products, 
which, in consummating sales, gave ship- 
ping instructions and signed bills of lad- 


ing as consignor, was held by a Federal 
court to be a shipper prohibited by statute 
from receiving rebates, concessions, or 
discriminations in freight rates, even 
though it paid no part of the freight, 
such rates being paid by the customer or 
consignee. Ohio Tank Car Co. v. Keith 
Railway Equipment Co. 148 F(2d) 4. 


The supreme court of Utah held that 
a mutual water company could compel in- 
dividual stockholders to install water 
meters or pay the company for cost of 
installation and, having installed meters, 
could compel payment by a stockholder 
for water used by him in excess of the 
amount to which his stock ownership en- 
titled him. Big Cottonwood Tanner Ditch 
Co. v. Kay et al. 157 P(2d) 795. 


A Federal court, upholding an order 
of the Interstate Commerce Commission 
which denied in part an application for a 
certificate of convenience and necessity 
under the “grandfather” clause of the 


Note.—The cases above referred to, where decided by courts or r 
will be published in full or abstracted in Public Utilities 
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Motor Carrier Act, ruled that the com- 
mission did not err in refusing to receive 
evidence tending to show that public con- 
venience and necessity would be served; 
that the commission has jurisdiction over 
unification of separate properties into 
one ownership occurring when “grand- 
father” rights are granted to a motor car- 
rier who has acquired duplicate rights 
from another carrier during the pend- 
ency of its proceeding, and in such pro- 
ceeding the commission may eliminate 
duplicate rights ; and that a certificate is- 
sued under the “grandfather” clause 
would authorize the carrier to transport 
additional commodities not previously 
produced in the territory served on the 
effective date of the “grandfather” 
clause. Elliott Brothers Trucking Co. 
Inc. v. United States et al. 59 F Supp 328. 


Where the Interstate Commerce Com- 
mission has established rates and the only 
question is whether a commodity is a 
commodity referred to in the rate sched- 
ule, a Federal District Court holds that a 
question of fact is presented over which 
the courts have original jurisdiction and 
the court may thus go forward before the 
commission has acted. Murray Co. et al 
v. Gulf, Colorado & Santa Fe Railway 
Co. et al. 59 F Supp 366. 


The court of civil appeals of Texas 
held that where a motor carrier applied 
for authority to transport only war ma- 
terials for the War and Navy depart- 
ments over all highways of the state, the 
trial court erred in treating the commis- 
sion’s order as a certificate instead of a 
contract carrier permit and in striking 
down the order on the ground that re- 
quirements of the statute relating to com- 
mon carriers had not been complied with, 
since the order involved was more in the 
nature of a contract carrier permit, even 
though the applicant did not have a con- 
tract with the War and Navy depart- 
ments. Victory Truck Line, Inc. et al. v. 
Red Arrow Freight Lines, Inc. et al. 186 
SW (2d) 98. 
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MICHIGAN PUBLIC SERVICE COMMISSION 


City of Detroit 


Vv 


Detroit Edison Company 


D-1722 
May 22, 1945 


P ETITION by city for investigation of rates of electric company; 
rate reduction ordered. 


Expenses, § 19 — Unnecessary expense — Reserve for postwar adjustments. 
1. An addition to reserve of an electric utility for postwar adjustments, 
representing an avoidable and an unnecessary expense, should be disal- 
lowed, p. 3. 


Expenses, § 114 — Avoidable Federal taxes. 
2. An amount expended by an electric utility and representing avoidable 
Federal income taxes should be disallowed, p. 3. 


Expenses, § 114 — Excess profits taxes. 
3. To the extent that the residual of 14.5 per cent remains with the cor- 
poration after application of a rate of 85.5 per cent for excess profits tax 
on net income the residual is necessary to a fair return and the tax is not 
avoidable, but a necessary element of expense, p. 7. 


Expenses, § 9 — Limitation to amount paid or payable. 

4. Expenses shown on the income statement of an electric utility should 
not exceed the total actually paid or payable for a current period, although 
company reports show that certain amounts have been included in special 
expense accounts in lieu of the accrual for Federal income and excess profits 
taxes which are not paid because of certain allowable deductions under the 
tax statutes, these special accounts being “provision for accelerated depre- 
ciation” and “provision for postwar adjustments,” p. 7. 

[1] 1 59 PUR(NS) 
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Expenses, § 19 — Tax savings. 

5. So-called “tax savings” related to war necessity certificates are not an 
expense item and should not be so considered as they are a part of income, 
p. 7. 

Accounting, § 12.1 — Tax savings — War necessity certificates. 

6. Amounts involved in tax savings related to war necessity certificates 
should be charged to Miscellaneous Reservations of Net Income, Account 
540, and credited to Miscellaneous Reserves, Account 258.2, instead of be. 
ing included in special expense accounts, p. 7. 

Rates, § 197 — Unit for rate making — Steam-heating business of electric utility, 
7. The steam-heating business of an electric utility is separable and should 
be so treated instead of being treated as a part of an integral utility with 
the electric department, in view of the fundamental principle of utility regu. 
lation that each type of utility service should be self-sustaining and that it 
is inequitable to allow losses of one type of service to become a direct bur- 
den upon another type, p. 9. 

Valuation, § 39 — Measures of value — Reproduction cost — Speculative esti- 

mates. 
8. An estimate of reproduction cost, when hypothetical and based on labor 
and material prices other than those prevailing in the area under consid- 
eration, and therefore speculative, is without probative value in determin- 
ing fair value for rate making, p. 10. 


Valuation, § 28 — Measures of value — Book cost. 
9. Actual book cost should be used as a measure of value for rate making 
when it is the only evidence of actual cost presented and evidence of re 
production cost and “estimated fair value” is hypothetical and of little 
probative value, p. 11. 

Valuation, § 85 — Accrued depreciation. 
10. Accrued depreciation must be deducted from the gross cost of plant 
in service to determine the rate base, p. 11. 


Valuation, § 224 — Construction work in progress. 
11. Construction work in progress must be added to net plant cost of 
physical property in determining the rate base, p. 11. 

Valuation, § 288 — Working capital — Materials and supplies. 
12. Material and supplies and working capital must be added to net plant 
cost of physical property in determining the rate base, p. 11. 

Valuation, § 321 — Intangible property. 
13. Intangible property must be added to net plant cost of physical prop- 
erty in determining the rate base, p. 11. 


Depreciation, § 6 — Necessity of allowance. 
14. Annual depreciation, based on the apportionment of service value ovet 
the life of property, must be allowed as an item of expense in the determ 
nation of reasonable return, p. 12. 


Depreciation, § 26 — Annual and accrued — Correlation. 
15. Accrued depreciation must be correlated with annual charges for de 
preciation and the two interrelated aspects of depreciation harmonized, in 
order to avoid injustice to the utility or to the ratepayer, p. 12. 
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Valuation, § 104 — Accrued depreciation — Depreciation reserve as measure. 
16. A depreciation reserve, although inadequate and the current annual 
charge appearing to be excessive, was taken as the best representation avail- 
able of accrued depreciation, where testimony relating to per cent condition 
lacked probative value, p. 12. 


Valuation, § 307 — Working capital — Electric utility. 
17. An allowance of $12,000,000 was held to be the maximum necessary 


working capital for an electric utility having a rate base, exclusive of such 
allowance, of approximately $262,000,000, p. 13. 

Return, § 26 —- Historic cost of debt money. 
18. To the extent that a utility company’s historic cost of debt money ex- 
ceeds the rate at which debt money may be had under present conditions, 


its use in determining reasonable revenue requirements is not justified, 
p. 14. 


Return, § 26 — Current cost of money. 
19. The cost of money, including the cost of financing, represented by se- 
curities issued at a date close to the time of investigation is an indication 
of the current cost of capital, p. 14. 


Return, § 87 — Electric utility — Cost of money. 
20. The minimum rate of return for an electric company was found to be 
4.71 per cent, equal to the over-all cost of capital, based on current cost 
of debt capital found to be 2.67 per cent and current cost of common stock 
capital found to be 6.75 per cent, and on a 50 per cent debt capitalization 
indicating an annual cost of debt capital to be 1.34 per cent and common 
stock capital to be 3.37 per cent, p. 14. 


Return, § 26 — Current cost of capital. 
21. Cost of raising capital under present conditions, based upon factual 
objective data of actual recent transactions in the open, competitive money 
market, is controlling as against the historical cost of capital, p. 14. 


Expenses, § 49 — Pension cost. 
22. Pension expense chargeable to revenues for rate-making purposes was 
calculated in the light of a limitation placed upon pensions based upon 
salaries in excess of $3,000 per year and disallowance of expenses for 
amortizing unfunded actuarial liability for past services at the time of adop- 
tion of a pension plan, p. 16. 


Depreciation, § 34 — Accelerated depreciation — Income deduction. 


23. A part of the amount of Federal income taxes avoided by the use 
of war necessity certificates, credited as accelerated depreciation, was held 
to be properly a deduction from income, and as a deduction from income 
a proper credit to depreciation reserve, p. 17. 


¥ 


By the Commission: This opin- rates and charges of the Detroit Ed- 
ion is the result of a thorough consid- ison Company. 
eration of the complete record before [1, 2] These proceedings pose the 
the Michigan Public Service Commis- problem as to what part of the ab- 
sion in the matter of the petition of normal war taxes of the Detroit Edi- 
the city of Detroit to investigate the son Company for the year 1944 and 
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1945 are avoidable. On the 4th day 
of Atigust, 1944, we handed down 
our opinion and order in which we 
found that the Detroit Edison Com- 
pany proposed to include in its operat- 
ing expenses for the year 1944 an 
item of $1,518,000 as an addition to 
its reserve for postwar adjustments. 
The company at that time proposed 
to treat this item as an expense. We 
considered that such an expense, if it 
were correctly designated in the first 
instance, represented an avoidable 
and an unnecessary expense. The dis- 
allowance of such an unnecessary item 
would be reflected in the over-all return 
to the company. This Commission 


accordingly ordered the company to 
reduce its gross revenues $10,450,000 
of which amount $1,500,000 repre- 
sented an unnecessary expense and ap- 


proximately $9,000,000 


represented 
avoidable Federal taxes. 

The Commission is of the opinion 
that in ordering the reduction which it 
did for the year of 1944, it arrived at 
a just and a correct result and it re- 
affirms its order in that respect. 

In the case of Detroit v. Public Serv- 
ice Commission (1944) 308 Mich 
706, 54 PUR(NS) 65, 14 NW(2d) 
784, the Michigan supreme court held 
that avoidable taxes are an unnecessary 
item of expense. This Commission 
has the duty of determining whether 
or not such taxes are avoidable in fact. 
The taxes here dealt with are Federal 
income taxes and they are directly 
related to income. 

The Commission is under a statu- 
tory duty to fix just and reasonable 
rates. This is considered to require 
that a reasonable return be allowed to 
the company. The problem presented 
is that of determining the breaking 
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point so that a reasonable return under 
present wartime conditions is assured 
to the company and at the same time 
remove any umnecessary tax burden 
from the consumers. 

Hereinafter, under the subheading 
History of Proceedings, we deal in 
more detail with how these proceedings 
originated and their method of again 
reaching us for our decision. 
History of proceedings 

On the 26th day of Oetober, 1942, 
the city of Detroit filed with the Michi- 
gan Public Service Commission a peti- 
tion seeking an order to show cause 
against the Detroit Edison Company 
as to why its rates should not be re- 
duced. The petition was treated by 
the Commission as though it were in 
fact two petitions. 

The first petition, so considered, re- 
quested a discount on the November 
and December bills of 1942. The 
second petition sought the fixing oi 
reasonable rates to be applied by the 
Detroit Edison Company as of the 
26th day of October, 1942, and for the 
reasonably foreseeable future. Several 
municipalities and other parties inter- 
vened. 

The first petition was dismissed by 
an order of the Commission on Decem- 
ber 4, 1942. In discussing the city’s 
first petition, the Commission stated 
that it did not pass upon the equity or 
good faith of the city’s position in 
that the latter desired an early review 
of questions of law involved; to the 
end of expediting such review, a final 
order of dismissal of the first petition 
was made on the basis that the Con- 
mission possessed neither the power 
nor authority to do that which the 
city asked. 

Upon dismissal of the first petition, 
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hearings were resumed the same date, 
being held intermittently until May 25, 
1943. During the period from No- 
vember -6, 1942, the initial date of 
hearing on the first petition, and the 
conclusion of hearings on the second 
petition, there was introduced onto the 
record 2,020 pages of testimony and 
argument and 108 exhibits. 

On July 17, 1943, 50 PUR(NS) 1, 
the Commission dismissed the second 
petition for a reduction in the rates 
charged by the Detroit Edison Com- 
pany. The reasons given for the dis- 
missal were that since the petition was 
based substantially on the claim that 
the so-called excess profits taxes, or 
war taxes, paid to the United States 
Treasury should be diverted to the 
ratepayers of the company, the Com- 
mission had no authority to exclude 
such lawfully incurred taxes from 


operating expenses. And further, that 
under such circumstances the rates 
charged by the company were reason- 
able, and that the rate of return was 
not excessive. 


The city and the intervenors ap- 
pealed and the Michigan supreme court 
remanded the case to the Commission. 
The court held that the Commission 
does possess discretionary authority 
to exclude those jtems from public util- 
ity operating expenses which place un- 
necessary burdens upon the consumer. 
Further, the court held that in the 
balancing of consumer interest and 
investor interest, “avoidable” taxes 
should be excluded from expenses and 
at the same time a reasonable return 
to the investor must be provided. De- 
troit v. Public Service Commission, 
supra. 

Upon the remand, further hearings 
were held. These began June 8, 1944, 


and special emphasis was given to con- 
sideration of the impact of excess prof- 
its taxes. Complete testimony was 
taken upon all elements of a utility 
rate case bringing the data up to date 
at the conclusion of hearings on July 
26, 1944. During this phase of the 
case, 846 pages of testimony-and 78 
exhibits were introduced. 

On August 4, 1944, the Commission 
ordered that a gross amount of $10,- 
450,000 less cost of distribution be 
refunded to electric customers during 
1944. The Detroit Edison Company, 
contending that such action was arbi- 
trary, unlawful, and not justified by 
the facts presented to the Commission, 
took an appeal. 

A bill of complaint was filed in the 
Ingham county circuit court on the 
4th day of August, 1944. The city of 
Detroit and other parties intervened. 
Hearings before the court commenced 
October 10, 1944, and continued for 
several days. At the hearings addi- 
tional testimony was taken on behalf 
of both the plaintiff and defendants. 

On January 2, 1945, the testimony 
taken before the court was transmitted 
to this Commission under the provi- 
sions of the statute relating to review 
of Commission orders. The statute 
(Act 300, Pub Acts 1909, § 26), pro- 
vides that, when further and additional 
testimony is taken before the court, 
the testimony shall be transcribed and 
transmitted to the Commission. Upon 
receipt of such transcript, the Commis- 
sion is to consider the entire record 
and report back to the court. At this 
time the Commission may rescind, 
alter, modify, or affirm its order. If 
it alters or modifies the order, the 
amended order is substituted in place 
of the order under review. 
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On January 10, 1945, the Commis- 
sion requested the interested parties to 
present their suggestions for modifica- 
tion and amendment of Commission’s 
order, dated August 4, 1944. The 
suggestions were considered and argu- 
ments heard on January 25, 1945. 

In November, 1943, the common 
council of the city of Detroit passed 
an excise tax ordinance imposing a 
tax upon the certain utilities operating 
under franchises in the city of Detroit. 
Since this tax, as defined, created 
certain expense obligations upon the 
company, it was a matter of consider- 
able argument and testimony in the 
proceedings in the present rate case. 
The validity of the ordinance was con- 
tested in the Wayne county circuit 
court, and on February 6, 1945, the 
court declared the same to be uncon- 
stitutional and void. 

In all the proceedings before the 
Commission prior to this decision the 
ordinance had been presumed to be 
valid. After the decision of the Wayne 
county circuit court became known, 
at. the request of the Detroit Edison 
Company, the Commission asked the 
several parties to come before it and 
express their opinions as to the effect, 
if any, of the Wayne decision upon 
these proceedings. Several confer- 
ences were held thereafter. 

At a conference on April 9th, coun- 
sel for the city of Detroit stated that, 
in his opinion, further proceedings be- 
fore the Commission and the courts 
in the rate case might be seriously 
hampered by the excise tax issue; that 
he thought that the tax ordinance 
should be repealed and he requested 
an adjournment. An adjournment 
until May 7, 1945, was granted for 
that purpose so that the matter could 
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be presented to the common council 
of the city of Detroit. The ordinance 
was repealed on April 10, 1945, 

At approximately the time when the 
city of Detroit enacted its tax ordj- 
nance similar excise tax ordinances 
were enacted by the neighboring cities 
of Dearborn, Hamtramck, Hazel 
Park, and River Rouge. All of these 
ordinances save that of Hamtramck 
have been repealed. The impact of 
of this tax, if it is not repealed, will be 
discussed under operating expenses. 

On the 7th day of May, 1945, the 
Commission received from the parties 
notice on the record that the ordinances 
imposing the several excise taxes had 
been repealed ; and the Detroit Edison 
Company submitted a memorandum 
of its position concerning its creation 
of a postwar reserve. 

The hearing of the 7th day of May, 
1945, concluded all proceedings be- 
fore the Commission and the Commis- 
sion is of the opinion that it should 
now make its report back to the Ing- 
ham county circuit court in accordance 
with the provisions of the statute. 

These are proceedings to fix rates 
for the Detroit Edison Company. 
They differ from the usual rate pro- 
ceedings only because of conditions 
and factors that have been introduced 
as the result of the war. These addi- 
tions include the following: The war 
taxes levied by the Federal government 
and in particular such part of those 
taxes usually referred to as the excess 
profits taxes ; the excise tax ordinances 
of the several cities; war necessity 
certificates and the postwar reserve 
which the company claims to have 
accumulated through the use of such 
certificates; and accelerated deprecia- 
tion. The problem presented is how 
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many, if any, of these unusual wartime 
items are to be included as expenses, 
for rate-making purposes. 

One of the Michigan statutes pro- 
vides as follows: “In determining the 
proper price, the Commission shall 
consider and give due weight to all 
lawful elements properly to be consid- 
ered to enable it to determine the just 
and reasonable price to be fixed for 
supplying electricity, including cost, 
reasonable return on the fair value of 
all property used in the service, de- 
preciation, obsolescence, risks of busi- 
ness, value of service to the consumer, 
the connected load, the hours of the 
day when used and the quantity used 
each month.” (Act 106, Pub Acts 
1909, § 7.) 


Excess Profits Taxes 
[8-6] Under the Revenue Act of 


1942, corporations, under certain cir- 
cumstances, are required to compute 
their “excess profits tax net income” 
which is the upper bracket income 


over certain exemptions. To this 
“excess profits tax net income” is ap- 
plied a tax rate which is in effect a tax 
of 85.5 per cent. The residual, or 14.5 
per cent, remains with the corporation. 
To the extent the residual is necessary 
toa fair return for the Detroit Edison 
Company, the said tax is not avoid- 
able, and is a necessary element of 
expense. 

However, in the determination of 
the avoidability of excess profits taxes, 
other items claimed as expense affect 
the determination of avoidability. To 
take from the company one dollar of 
other avoidable expense, such as pro- 
vision for postwar adjustments, a re- 
duction of approximately $7 in 
gross revenues may be made. This is 


true because of every $7 taken from 
gross revenue the United States Treas- 
ury loses $6 and the company one 
dollar of its net return. 

In its release of January 19, 1944, 
the Treasury Department stated that 
it would accept any loss of revenues 
resulting from the fixing of reasonable 
rates. 

To reach the end result, the usual 
methods of evaluation of the adequacy 
and reasonableness of return must be 
used; and such determination must 
rest upon an objective basis, properly 
correlated to economic conditions pre- 
vailing during wartime. 

It has been contended by the city of 
Detroit in this case that a liability for 
excess profits taxes in itself is conclu- 
sive that the utility is making excess 
profits. Considerable discussion dur- 
ing the case was given the matter con- 
cerning excess profits taxes in relation 
to normal taxes and the percentage or 
amount of income tax allowable or 
“avoidable,” as the case may be, as an 
operating expense. 

There are two points of view con- 
cerning whether or not a regulated 
utility should be permitted to incur a 
liability for excess profits taxes. 

The first view assumes that the pri- 
mary function in rate regulation is to 
make certain that no excess profits are 
produced to the end that there is no 
liability for, excess profits tax. The 
second involves the assumption that 
excess earnings, from otherwise nor- 
mal rates, are due to stimulation by 
war factors, and that such excess 
earnings of a utility company should 
not be immune under such conditions 
from carrying their share of the war 
tax burden. 

Exhibit 178, introduced at the hear- 
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ing before the Commission, shows that 
of the gross revenues of the Detroit 
Edison Company 16.35 per cent of its 
1943 gross revenues were paid to the 
Federal government in normal, surtax, 
and excess profits tax. The electrical 
utilities of New York city paid 6.21 
per cent, Chicago paid 10.12 per cent. 
The weighted average of the electrical 
utilities in the country’s ten largest 
cities, excluding Detroit and Los 
Angeles, was 9.42 per cent. Such is 
the result of the application of the 
second viewpoint. This Commission 
considers its duty to be that of fixing 
reasonable charges to the end that rates 
paid do not impose upon the ratepayer 
inequitable burdens. 

Closely associated with the subject 
of excess profits taxes and of special 
importance in this case, are war neces- 
sity certificates and the related tax 
savings. The reports of the company 
show that certain amounts have been 
included in special expense accounts 
in lieu of the accrual for Federal in- 
come and excess profit taxes, but which 
are not paid because of certain allow- 
able deductions under the tax statutes. 
These special accounts are: ‘“Pro- 
vision for accelerated depreciation” 
and “provision for postwar adjust- 
ments.” 

Section 124 of the Internal Revenue 
Code, 26 USCA § 124, provides a 
means whereby property constructed 
to promote the prosecution of war may 
be amortized for income tax purposes 
by charges to income over a 5-year 
period, or over a lesser period if the 
war should end before the lapse of the 
five years. Such amortization may be 
discontinued, but the cost on which 
future depreciation allowances will be 
made by the Bureau of Internal Reve- 
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nue is reduced to the extent that 
amortization has been allowed. In 
order to exercise this amortization 
privilege, a necessity certificate cover- 
ing the facilities must be issued by the 
Secretaries of War or Navy or the 
War Production Board. 

Election to amortize on a shortened 
period not related to the probable pe- 
riod of life of the property covered by 
the certificates brings about a reduc- 
tion in the amount of income subject 
to excess profits tax. This allowable 
tax deduction necessarily brings about 
a “tax savings.” As to whether this 
resultant tax savings is an allowable 
expense item or is an increase in net 
income was a subject of much contro- 
versy in the present case. 

The Detroit Edison Company ob- 
tained war necessity certificates cover- 
ing $14,348,000 of newly constructed 
property consisting mostly of new 
generating equipment. Amortization 
of these costs over a 5-year period re- 
sults in a reduction of Federal taxes 
for the year of $2,028,000. An equiv- 
alent amount, according to the annual 
report of the company to stockholders, 
was treated as follows: $1,518,00 
was charged to expense for postwar 
adjustments; $510,000 was charged 
to expense for accelerated depreciation 
and like amounts were credited to re- 
serves similarly designated. 

According to the report of the 
committee on Accounts and Statistics 
adopted by the National Association 
of Railroad and Utilities Commis- 
sioners and reported on page 255 of its 
1943 proceedings “only the amount 
which it is anticipated will actually be 
payable for Federal income and excess 
profits taxes can be included in the 
expenses of a public utility under the 
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systems of accounts now in effect. 
The so-called ‘provision in lieu of 
taxes’ (or provision for postwar ad- 
justments) may not be entered as an 
expense of the utility, nor may the 
amount of taxes which would have 
been payable, had certain statutory de- 
ductions not been available, be recorded 
as the tax expense.” 

According to further recent inter- 
pretation by the accounting committee 
of the NARUC of its Uniform Sys- 
tem of Accounts for Electric Utilities 
which is substantially in accordance 
with that adopted by the Michigan 
Public Service Commission, the fol- 
lowing rule has been unanimously 
approved: “For accounting purposes 
no charge can be permitted in operat- 
ing expenses except for expenses ac- 
tually incurred during the period for 
which the income statement is pre- 


pared. Provisions for future expendi- 
tures properly made during a current 
period must be made by means of an 
appropriation of net income.” 


Further: “The inclusion as an 
operating expense of any portion of 
tax savings, regardless of how they 
are described or of what they are to 
cover, is entirely unwarranted. Only 
the actual tax paid (or payable), 
reduced by taxes on nonoperating in- 
come, can be allowed as Federal 
income and excess profits tax in a rate- 
making proceedings.” 

This Commission after thorough 
investigation of the matter finds that 
the expenses shown on the income 
statement should not exceed the total 
actually paid or payable for a current 
period. 

While it is recognized that the 
accountant in preparing an income 
statement must be guided by certain 


9 


principles of accounting and interpreta- 
tions in arriving at the proper deter- 
mination of net income, however, that 
determination must be such as to pre- 
serve equity between all essential in- 
terests and furnish a sound figure for 
business administration and rate reg- 
ulation. 

In this connection we find that the 
“tax savings” involved here ate not 
an expense item and should not be so 
considered; instead, they are a part 
of income. As a part of income they 
may be dealt with as dictated by any 
good managerial or accounting policy. 
The amounts involved in tax savings 
should have been charged to Miscel- 
laneous Reservations of Net Income, 
Account 540, and credited to Miscel- 
laneous Reserves, Account 258.2. The 
company violated instructions of the 
Commission’s prescribed system of 
accounts in treating the matter as they 
did. 


Steam-Heating Utility 


[7] The investment in steam-heat- 
ing facilities of the Detroit Edison 
Company is approximately $15,000,- 
000. It does a gross business of ap- 
proximately $2,500,000 per year. 

In the company’s presentation be- 
fore the Commission it has maintained 
that the steam-heating business is an 
essential adjunct to a substantial por- 
tion of its electric business. It further 
contends that the two services are so 
interconnected and interdependent it 
is impossible to consider the facilities 
of the two departments separably and 
therefore they should be considered as 
one integral utility. 

We find the steam-heating business 
is separable and that it should be so 
treated, which is the same treatment 
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the company now accords its gas and 
water business. 

It is a fundamental principle of util- 
ity regulation that each type of utility 
service should be self-sustaining. It 
is inequitable to allow the losses of one 
type service to become a direct burden 
upon another type of service. It does 
not appear appropriate that the steam- 
heating division of the company should 
be consolidated with the electric divi- 
sion. 

The company says it has recently 
secured the electric business of certain 
large buildings in the downtown area 
of Detroit because of its ability to fur- 
nish steam heat to the same buildings. 
Had there been a separate steam-heat- 
ing utility company in that area, there 
is little doubt that under wartime con- 
ditions this heating business could 
have been obtained by such a company. 
Because the Detroit Edison Company 
is the only company furnishing heat, 
unavoidably they obtained both the 
electric and steam-heating business. 


Rate Base 


The determination of a rate base and 
resultant “fair value” requires the 
exercise of judgment and a considera- 
tion of the circumstances of the case. 
The Commission has considered the 
testimony introduced before it on this 
subject including reproduction cost 
new, estimated “fair value’ and book 
cost. Each of these élements are dis- 
cussed as to their relation to the deter- 
mination of the found rate base. 


Reproduction Cost 

[8] The Commission received testi- 
mony by Dr. Henry Riggs and Charles 
Landrigan concerning what the com- 
pany characterizes as the “cost of re- 
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producing” the properties of the De. 
troit Edison Company. 

The cost of reproduction was devel. 
oped by use of the book cost figures 
of the tangible plant factored by 5-year 
average (1937-1941) index numbers 
related to costs in 1915. Using 1915 
as 100, a composite index number was 
developed for groups of property from 
the above factored costs as applied to 
classes of property within a group. 
The percentage of each class of prop- 
erty was used as “weighting” to de- 
termine a single index number for a 
particularized property group. 

The percentage of each class in rela- 
tion to a group was obtained from a 
study of the property of the Ohio Edi- 
son Company and it was assumed that 
the properties were similar in construc- 
tion and therefore the same percentages 
could be applied in arriving at a re- 
production cost figure for the Detroit 
Edison Company properties: The 
Ohio property-was one-fourth the size 
of the Detroit Edison Company prop- 
erty. 

Although he testified to this repro- 
duction cost, the witness, Dr. Riggs, 
admitted that during periods of violent 
price fluctations such a determination 
of fair value was impossible to make 
with any degree of certainty. 

At the hearing before the Commis- 
sion, Dr. Riggs said: “In my studies 
of valuation during the forty years, I 
have found in the history of the United 
States every time that there has been 
a war, there have been such violent 
fluctuations and such great increases 
in the cost of labor, materials, com- 
modities, and construction, that it is 
almost impossible to fix fair values at 
a time like this with any degree of 
certainty. My feeling is that in con- 
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nection with any question of rate ad- 
justment at the present time, the one 
sure anchor, or the surest anchor ts 
that of the actual cost of the property, 
and that it would be very difficult in- 
deed to fix a rate base at the present 
time that could be safely figured on to 
be satisfactory for the next two, three, 
or four years, when none of us can 
tell what is going to happen.” 

A review of Doctor Riggs’ testi- 
mony reveals that the estimated re- 
production value obtained is hyothet- 
ical, based as it is upon labor and 
material prices other than those pre- 
vailing in the Detroit area; upon the 
percentage of classes of property of a 
much smaller property. The only 


relation the estimate has to the Detroit 
Edison Company property is the book 
cost figures. 
Commission 
speculative and without 


It is the opinion of this 
that such evidence is 
probative 
value. 


Estimated Fair Value 

[9] The company introduced Ex- 
hibit 194 entitled “Rate Base Calcula- 
tions.” This evidence purports to set 
up a rate base predicated upon the 
combination of an arbitrary reproduc- 
tion cost, after deducting “observed” 
depreciation and adding the company’s 
claim for working capital and going 
value. This arbitrary reproduction 
cost was arrived at by taking its value 
at about 17 per cent above actual cost. 
In this exhibit such cost is character- 
ized as fair value. Such a notion that 
fair value and reproduction cost are 
identical is, to say the least, without 
support. In connection with these re- 
production cost and “fair value” esti- 
mates the Commission is asked to 
ignore the company’s bona fide records 
of actual investment and to substitute 


in its place hypothetical calculations of 
little probative value. 

In consideration of the various cal- 
culations of plant value herein described 
the Commission finds that it can accept 
the only real figure presented to it, that 
of actual book cost, as indicated before. 


Book Cost 

The company has maintained for a 
period of years a continuous inventory 
of its property. The adequacy of the 
system of accounts prescribed by this 
Commission should provide a book 
value closely related to the actual cost 
of the property. This is the only evi- 
dence of actual cost presented. The 
cost as reported has not been audited 
by the Commission and adoption in 
this case will have no binding effect 
on future action by the Commission, 
however, we feel we may safely assume 
that the company has not understated 
its actual cost. 

The book cost of the electric plant 
as of December 31, 1943 was: 


December 31, 1943 
Tangible Electric Plant 
Electric Plant in Service .. $321,854,227.00 
Construction Work in Prog- 
1,627,080.00 


$323,481,307.00 


Intangible Electric Plant 
Organization 
Franchises and Consents ... 
Acquisition Adjustments ... 


$926,410.45 
54,005.91 
6,268,623.09 


$7,249,039.45 


[10-13] The actual expenditures 
for physical property do not embrace 
all of the costs related to the rate base. 
From the gross cost of plant in service 
must be deducted the accrued deprecia- 
tion. To the net plant cost so obtained 
must be added construction work in 
progress, material and supplies, work- 
ing capital, and intangible property. 
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The sum of these various elements is 
the rate base or “fair value” upon 
which the company is entitled to earn 
a reasonable return. 

Depreciation ; 

[14-16] The definition of deprecia- 
tion in this Commission’s Uniform 
System of Accounts for Electric Utili- 
ties is as follows: 

“ ‘Depreciation,’ as applied to de- 
preciable electric plant, means the loss 
in service value not restored by current 
maintenance, incurred in connection 
with the consumption or prospective 
retirement of electric plant in the 
course of service from causes which 
are known to be in current operation 
and against which the utility is not 
protected by insurance. Among the 
causes to be given consideration are 
wear and tear, decay, action of the 
elements, inadequacy, obsolescence, 
changes in the art, changes in demand 
and requirements of public author- 
ities.” See Michigan Administrative 
Code, 1944, p. 847. 

As stated above, in the determina- 
tion of the rate base, the actual accrued 
depreciation in the properties must be 
deducted. In the determination of the 
reasonable return, the annual deprecia- 
tion must be allowed as an item of 
expense. Thus, depreciation has two 
interrelated aspects: accrued deprecia- 
tion and depreciation expense. Both 
aspects must be harmonized ; the prin- 
ciples that govern the estimating of 
accrued depreciation also govern the 
estimating of depreciation expense. 

As an element of expense the loss 
of service value is charged periodically 
throughout the life of the property. 
The proper basis of these charges is 
the apportionment of the service value 
over the service life of the property. 
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To avoid injustice to the utility or to 
the ratepayer, the accrued depreciation 
must be correlated with annuw] charges 
for depreciation. Since annual depre- 
ciation measures the diminution jn 
service life in one year, accrued depre- 
ciation is the total diminished service 
life to the date of the inquiry. 

The accumulated net annual charges 
for depreciation of property in service 
is the depreciation reserve. The re- 
serve should be approximately equal 
to the actual accrued depreciation of 
the property at the time of the inquiry, 

When the Detroit Edison Company 
was building up its reserve, it claimed 
the annual credits as an operating ex- 
pense, which were charged to its cus- 
tomers. Consistent treatment would 
dictate that the net sum of these 
annual credits be controlling in the 
determination of the proper amount 
for accrued depreciation. 


Norton, the company’s expert wit- 
ness on depreciation testified that the 
average service life of the company’s 
property was thirty-three to thirty-four 
years, and that as of December 31, 
1943, the average age of the property 


in service was thirteen years. Upon 
that basis, the depreciation reserve 
requirement is 38.24 per cent of the 
book value of the depreciable plant in 
service, or $131,213,000. The com- 
pany’s actual reserve is $64.710,000, 
and the deficiency is $66,503,000, as 
shown by Sullivan’s Exhibit No. 183. 

The Detroit Edison Company, by 
its witness Landrigan, has contended 
that only 10 per cent should be de- 
ducted from the depreciable property 
for depreciation, basing the contention 
upon Norton’s testimony that the 
“percentage condition” of the property 
as of December 31, 1941, was 90 per 
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cent. Norton’s physical inspection of 
the property for the purpose of this 
estimate was admittedly superficial, 
only 2 turbor-generators of a total of 
26 were inspected, and only 12 of 40 
boilers were examined. He admitted 
that the “percentage condition” esti- 
mate was made only on the basis of 
observable deterioration and did not 
include the elements of obsolescence, 
inadequacy, requirements of authori- 
ties, or contingent casualties. 

The lack of probative value of the 
testimony relating to “per cent con- 
dition” is obvious when it is con- 
sidered that on the basis of this testi- 
mony the property depreciated only 
0.6 per cent or $1,800,000 during the 
year 1943, but the company claims 
approximately $10,000,000 as expense 
for depreciation for the same period. 
If the “per cent condition” of the prop- 
erty is correct for its actual deprecia- 
tion, then clearly the company has been 
charging in excess of a reasonable 
amount as depreciation expense, and 
future allowances should be reduced 
accordingly. 

It is quite apparent that the com- 
pany’s reserve is inadequate and that 
the current annual charge is excessive. 
However, for the purposes of this 
order, and until a detailed analysis 
can be made, the depreciation reserve 
will be taken as the best representation 
available of the accrued depreciation 
and the current annual charge will be 
adopted for purposes of computing in- 
come. 


Working Capital 

[17] Working capital has been de- 
fined by some authorities as the amount 
of capital necessary to cover the gap 
between cash expenditures in produc- 
tion and delivery of service—and the 


collection of revenues from the sale 
of service. 

Such a definition allows a rather 
arbitrary determination to be made of 
this particular element. Usually a 
rough approximation of differences 
between current assets and current lia- 
bilities is made, with the criterion of 
test dependent upon the operating ex- 
penses for a specific numbers of days, 
usually forty-five days, to which is 
added materials and supplies sufficient 
to carry production for six weeks. 

Such determinations are made to 
estimate the amount of funds required ; 
the amount arrived at does not neces- 
sarily indicate the amount actually 
supplied by.the investors. A differen- 
tial may exist since under present-day 
business practices there is a consider- 
able time lag between collection of bills 
and payment of taxes. The net cash 
and other liquid current assets on 
hand at any time results from the 
greater lag in payment of expenses 
and taxes over the lag in collection 
of revenues. At times there are con- 
siderable sums, which, even though 
earmarked, will not be paid in taxes 
for months. The existence of such 
sums would allow for a reduction, and 
in some cases the elimination, of the 
working capital item as included in the 
rate base. 

The amount claimed by the com- 
pany for working capital is excessive 
and in view of the large amounts of 
cash and temporary cash investments 
held by the company, we find that the 
maximum necessary working capital 


at this time is $12,000,000. 


Rate Base Determination 

After consideration of all of the ele- 
ments of fair value introduced in this 
case we determine the rate base to be: 
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Service— 


Electric 
12/31/43 
Est. 4 year Additions to Plant .. 


$331,530,000 
69,531,000 


$261,999,000 


Less Estimated Depreciation ... 


Working Capital 


Rate Base $273,999,000 


Rate of Return 


[18-21] The general rule with re- 
spect to what a public utility requires 
by the way of an annual rate of return 
has been stated in the leading case of 
Bluefield Water Works & Improv. 
Co. v. West Virginia Pub. Service 
Commission, 262 US 679, 692, 67 
L ed 1176, PUR1923D 11, 43 S Ct 
675. 


The cost of money is an important 
factor in the determination of the rea- 
sonable rate of return. It is suscep- 
tible to objective analysis of factual 
data readily available. The cost of 
money has two concepts: the histori- 
cal cost and the current cost. 


Exhibit 166 offered by Witness 
William C. Gilman, on behalf of the 
company, shows that the weighted 
average historical cost of capital of 
Detroit Edison Company in the money 
market has been 6.14 per cent. No 
similar evidence has been presented 
in this case of the historical cost of 
capital to other enterprises to be used 
as a standard to test the reasonableness 
of the costs incurred by Detroit Edison 
Company. 

The Edison Company has three 
issues of bonds outstanding: 

$49,000,000.00, 4s, series F, due 1965 

$35,000,000.00, 34s, series G, due 1969 

$50,000,000.00, 3s, series H, due 1970 
totaling $134,000,000 with an average 
interest rate, based on par plus pre- 
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mium, less cost of financing, of 3.78 
per cent. The only issue currently 
selling below call price is the series H, 
3s, due in 1970, which as of January 
11, 1945, was selling at 1063, yield- 
ing 2.64 per cent to maturity. Under 
the provisions of the Excess Profits 
Tax law, call premiums and double 
interest are deductible so that the net 
cost to the company of the cost of re- 
funding is only 14} per cent. Under 
the present market conditions it is 
very apparent that the 34s and 4s 
could be refunded at a total cost to ma- 
turity of substantially less than 3 per 
cent. Other large utilities, notably 
Pacific Gas and Electric, Philadelphia 
Electric, and Commonwealth Edison 
have done so in recent months. If 
the total cost of debt money was 3 per 
cent, as it would be after refinancing, 
then a 4.71 per cent return on the in- 
vestment in outstanding stocks and 
bonds in the total of $262,000,000 
would provide a return of 6.36 per 
cent on the common stock. Under 
present conditions debt money may be 
had for less than 3 per cent, and to the 
extent that the company’s historic cost 
of debt money exceeds 3 per cent, its 
use in determining reasonable revenue 
requirements is not justified. 

The current cost of money is the 
cost which would be incurred by the 
utility if it were to secure its entire 
capital requirements under current 
market conditions. The cost of 
money, including the cost of financ- 
ing, represented by securities issued at 
a date close to the time of the inves- 
tigation, is an indication of the current 
cost of capital. Proponents of the 
current cost of money concept urge 
that the historic cost of money is not 
controlling, but that it is present-day 





DETROIT v. DETROIT EDISON CO. 


conditions as reflected by the changes 
which take place in the open, competi- 
tive money market that should be 
given the greatest weight. 

Exhibit 163, offered for the com- 
pany by Witness Gilman, shows that 
the current yield to maturity on seven 
high grade public utility bonds ranges 
from 2.55 per cent to 2.92 per cent, 
the median yield being 2.67 per cent. 
(Excluding from this exhibit the four 
issues selling above call prices—a rea- 
sonable exclusion—does not alter the 
median yield of 2.67 per cent.) 

The weighted average cost of all 
new bonds issued and sold in the 


United States during 1944 by electric 
and gas utilities, was 3.02 per cent. 
(“Security Issues of Electric and Gas 
Utilities, 1935-1945,” Report of Pub- 
lic Utilities Division of the Securities 
and Exchange Commission. ) 

It has been recently stated that: 


“Public utilities are able to refinance 
their bonds at current levels with a 
substantial reduction in interest costs 

it is apparent from a review of 
the situation that public utilities in 
general are able to obtain money at 
lower costs than those that prevailed 
in the past, and it would appear that 
the present cost of money is the lowest 
in history As of June 30, 
1944, the average yield was 2.96 per 
cent and during August, 1944, a se- 
lected list of nine AAA utility bonds 
sold in the security markets at yields 
varying from 2.55 per cent to 2.65 
per cent as against yields of 2.56 per 
cent to 2.68 per cent for similar ma- 


turities of United States government 
bonds.” (1944 Report of the Com- 
mittee on Corporate Finance—Nation- 
al Association of Railroad and Util- 
ity Commissioners.) The Pacific Gas 
and Electric Company, a very large 
utility with approximately $300,000,- 
000 of funded debt, issued and sold to 
underwriters during 1945 $80,000,- 
000 of series M, 3 per cent, ‘mortgage 
bonds, due in 1979, at a net .cost to 
maturity of 2.66 per cent. There can 
be no doubt that Detroit Edison Com- 
pany can currently obtain debt cap- 
ital at similar cost. 

In consideration of all the evidence, 
we find 2.67 per cent, as shown by Ex- 
hibit No. 163, the current cost of 
debt capital. 

With respect to the current cost of 
equity money, Gilman’s Exhibit 164 
shows the median earnings-price ratio 
of seven high grade public utility 
common stocks, based on 1943 earn- 
ings and 1943 average monthly prices, 
to be 7.1 per cent. Exhibit No. 165, 
offered by the same witness, shows 
that the median dividends-price ratio 
of seven high grade public utility 
common stocks, based upon 1943 div- 
idends and 1943 average monthly 
prices, was 6.4 per cent. 

Giving equal weight to Gilman’s 
evidence of earnings-price ratio and 
dividends-price ratio for common 
stocks, and apportioning the invest- 
ment equally between stocks and 
bonds, we find the current cost of cap- 
ital to be not more than 4.71 per cent, 
as shown by the following table: 


The Detroit Edison Company 
Cost of Raising Capital under Present Conditions 


Security 
Bonds 


Annual Cost 
1.34% 
3.37% 


4.71% 
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Rate 


2.67% 
6.75% 


Amount 
50% 
50% 





MICHIGAN PUBLIC SERVICE COMMISSION 


This is a determination of the 
minimum rate of return. It is based 
upon factual, objective data furnished 
by the company of actual recent trans- 
actions in the open, competitive money 
market. This data consists of the in- 
vestor’s appraisal of the elements of 
risk, stability of income, current con- 
ditions, future prospects, and all other 
elements affecting the return require- 
ments of capital invested in high grade 
public utility securities. It is consid- 
ered as controlling as against the his- 
torical cost of capital heretofore dis- 
cussed. 


Operating Expenses and Taxes 


To test the adequacy of present 
rates, a determination must be made 
of the revenues and total expenses 
during a particular period. If the 
analysis reveals that certain expense 
items are improper or have been im- 
properly charged, then such changes 
should be made to reflect proper treat- 
ment. 

[22] Certain expense items, in- 
cluding excess profits taxes, tax sav- 
ings, and depreciation expense have 
been previously discussed. The only 
other expenses which have been ques- 
tioned in this case are those associat- 
ed with employees’ retirement pen- 
sions. The Commission in its order 
of August 4, 1944, limited the amount 
of pension expense chargeable to 
revenues for rate-making purposes. 
A limit was placed upon pensions 
based on salaries in excess of $3,000 
per year and expenses were not al- 
lowed for amortizing the unfunded 
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actuarial liability for past service pen- 
sions at the time of adoption of the 
plan. We can find no reason for 
changing our views with respect to 
these matters, and the operating ex- 
pense will be adjusted accordingly in 
our computation of the available rate 
reduction. 

The Commission is advised that the 
city of Hamtramck intends to repeal 
its excise tax ordinance as has the 
city of Detroit and the other munici- 
palities who enacted such ordinances. 
The amount of taxes which might be 
collected under this ordinance, in the 
event it is not repealed, is approxi- 
mately $304,000. The net cost to the 
company of such a tax payment will 
be approximately $58,000. The dif- 
ference between these amounts, or ap- 
proximately $246,000, represents the 
resultant tax savings. The Commis- 
sion in this opinion has been liberal in 
computing the amount of taxes to be 
paid by the company. This allowance 
is ample for the company to pay all 
the taxes to which it may be subject, 
including any tax it may have to pay 
to the city of Hamtramck. 


Rate Reduction 


Comparing the rate base for electric 
plant and the operating income and 
rate of return thereof found to be fair 
in this case, we find that a reduction 
of the Detroit Edison Company's 
revenue must be made. 

The following computation _illus- 
trates the method pursued and the 
rate reduction to be made: 
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Electric Revenues (Est.) 1944 .. $91,000,000 
Less: Reduction (10,450,000) 


Estimated Total Revenue 


.. $43,770,000 
(663,000) 
645,000 

7,614,000 


Electric Operating Expense .. 
Less: Pension Cost Adjustments 
Depreciation Expense 
Taxes (Domestic) 
Federal Income Taxes 

Normal and Surtax 

Excess Profits Tax 


Total Expenses 


$80,550,000 


Estimated Revenue 

Total Estimated Expense 

Net Return to Company from 
Electric Plant 

Per cent of Return to Rate Base 

Interest on Bonded Debt (Re- 
lated to Electric Plant on 
94.5% Basis) $4,447,000 

6% Dividends on Common Stock 
(Related to Electric Plant on 
94.5% Basis) 

Remaining after 
Dividends 

Less: Provision for Accelerated 

Depreciation 
Less: Disallowed Pension Costs 


$7,214,000 
$2,373,000 


(510,000) 
(663,000) 


Interest 


Available for Surplus from Elec- 
tric Plant Earnings 


$1,200,000 
Conclusion 


The complete analysis of all perti- 
nent factors relating to rates and 
charges for electric service charged 
by the Detroit Edison Company im- 
pels us to the conclusion that they are 
presently unreasonable. Therefore, 
we again determine that the just and 
reasonable rates to be hereafter ob- 
served by order of this Commission 
shall reflect a reduction of at least 
$10,450,000. The Commission feels 
that a reduction of this amount is con- 
servative and that generous allowances 
have been made throughout. 

[23] For the year 1944 by the use 
of war necessity certificates the com- 
pany avoided $2,028,000 of Federal 
income taxes. Of this amount it 
proposed to credit a postwar reserve 
account with $1,518,000 and to 
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charge a like amount to operating ex- 
penses. Also it proposed to credit 
the remainder of the $2,028,000 or 
$510,000, to depreciation reserve as 
accelerated depreciation with a contra- 
charge to operating expenses. We 
are of the opinion that the sum of 
$510,000 credited as accelerated de- 
preciation is properly a deduction from 
income. As a deduction from income 
the company may continue to credit 
the depreciation reserve with any part 
of, or all of the sum of $510,000. 

The reduction of $10,450,000 in 
revenues allows the company sufficient 
earnings after interest and dividends 
to provide $510,000 for accelerated 
depreciation and allow $663,000 for 
appropriation from earnings to main- 
tain the pension fund. After such de- 
ductions, there is still available for 
surplus from electric plant earnings 
$1,200,000. 

Before concluding it is to be noted 
that acceptance by us for purposes of 
disposing of this matter, and that pur- 
pose only, the book value of the com- 
pany’s property, its depreciation re- 
serve and its depreciation expense will 
not foreclose us from subsequently 
exercising our judgment as to how 
these matters shall be ultimately treat- 
ed. 

An appropriate order embodying 
these findings of fact will be entered 
in accordance with this opinion. 


BAaRKELL, Commissioner, concurs: 
I believe that the order of August 4, 
1944, should be affirmed. 


ORDER 
The Commission having on this 
date made and entered its opinion and 
findings in this matter, which are 
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hereby incorporated by reference and 
made a part hereof, 

It is ordered: 

That the Detroit Edison Company 
shall reduce its gross revenues for the 
year 1944 $10,450,000 by refunding 
said sum (less costs of distribution) 
to all its customers on a uniform basis. 
The company shall forthwith submit 
to the Commission a plan for the dis- 
tribution of said amount. 

The Commission has information 
which indicates that for the year 1945 
the company’s revenue may decrease. 
To provide against such a contin- 
gency the Commission will afford the 
company an opportunity as herein- 
after set forth, to have the amount of 
the 1945 reduction reviewed at the 
time when eight months of actual re- 
sults of 1945 are known. 

In these proceedings the Detroit 
Edison Company has stated that it 
waives any question of the Commis- 
sion’s power to order a discount if 
the order is in other respects just, rea- 
sonable, and lawful, accordingly, 

It is further ordered, 

That the Detroit Edison Company 
during the year 1945 shall credit 
monthly to a special fund “2 of $10,- 
450,000 and charge the same amounts 
monthly to its revenues. This fund 
shall be held available for the purpose 
of refunds to its customers. On or 
about October 1, 1945, the Commis- 
sion will set a time and place for a 
hearing at which time and place the 
company will be afforded an oppor- 
tunity to show cause, if any there be, 
in light of its then actual and estimat- 
ed 1945 experience, why this provi- 
sion of this order should be modified 
or amended. At the conclusion of this 
hearing, if the facts so warrant, an 
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amendatory order will be entered. 

This provision is intended for the 
benefit of the company, and the com- 
pany shall notify the Commission of 
its election within fifteen days from 
the service of this order. 

If the company is of the opinion 
that the above provision is not to its 
benefit, in lieu of the proposed reser- 
vation monthly of 42 of the ordered 
reduction, it shall forthwith submit for 
approval and filing proposed schedules 
of rates to be applied which will pro- 
duce $10,450,000 annual revenue re- 
duction during 1945, which will apply 
until the further order of the Commis- 
sion. If the Detroit Edison Company 
shall fail to file a schedule of rates 
within fifteen days, the Commission 
will prescribe a schedule of rates af- 
fecting the reduction ordered. 

It is further ordered, 


1. That the Detroit Edison Com- 
pany shall forthwith cease and desist 
from the charging as an operating ex- 
pense 

(a) Any portion of its “tax sav- 
ings,” 

(b) Any provision for “postwar 
adjustments,” 

(c) Any provision for “accelerat- 
ed depreciation,” 

(d) Any provision for 
costs for: 

(1) Past service actuarial liability, 

(2) Employees’ salaries in excess 
of $3,000 per year. 

2. That the Detroit Edison Com- 
pany shall charge to Income or Sur- 
plus, its contribution for past service 
cost of pensions and costs for pensions 
based on employees’ salaries in excess 
of $3,000 per year. 

3. Jurisdiction is retained of the 


pension 
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matters herein contained and the 
Commission reserves the right to is- 


sue such further order or orders heré- 
in as the circumstances may require. 





NEW YORK PUBLIC SERVICE COMMISSION 


Re Kings County Lighting Company 


Case 11929 
May 22, 1945 


ETITION for authority to issue first mortgage bonds for re- 


funding purposes; denied. 


Security issues, § 106 — Sale price of bonds. 
1. A public utility company proposing to issue bonds has a duty, in the 
interests of its security holders and particularly in the interest of preferred 
stockholders whose dividends are in arrears, to obtain the best price; and 
it is the duty of the Commission to see that the best price is obtained, 


p. 29. 


Security issues, § 112 — Competitive bidding. 

2. A subsidiary of a registered holding company, proposing to issue refund- 
ing bonds, should invite bids and thus determine what is a fair and rea- 
sonable price and interest rate for the securities offered instead of com- 
pleting a pending sale under private agreement, notwithstanding the ex- 
pense and delay necessary for filing with the Securities and Exchange Com- 
mission if competitive bidding is followed, in view of the Commission’s 
experience of better terms under competitive bidding, p. 29. 


APPEARANCES: Philip Halpern, 
Counsel (by Frank C. Bowers, As- 
sistant Counsel), for the Public Serv- 
ice Commission; Charles G. Blakes- 
lee, New York city, General Counsel, 
Kings County Lighting Company; 
Elmer B. Sanford, Mineola, Long Is- 
land, General Attorney, Kings County 
Lighting Company ; Ignatius M. Wil- 


kinson, Corporation Counsel (by 
Harry Hertzoff, Assistant Corpora- 
tion Counsel), New York city, for the 
city of New York. 

MaLtBiE, Chairman: By petition 
filed with this Commission on April 
9, 1945, the Kings County Lighting 
Company applied under § 69 of the 
Public Service Law for authority: 
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“(1) To issue and sell $4,200,000 
incipal amount of its 
rst mortgage __ bonds 

3%0%, series of 1975, due 
June 1, 1975, to be dated 
as of June 1, 1945, under 
an Indenture of Mortgage 
and Deed of Trust to be 
dated as oi June 1, 1945, 
under which City Bank 
Farmers Trust Company, 
of New York city, will be 
trustee; and to sell said 
bonds for not less than par 
and accrued interest to 
date of delivery, to realize 
net proceeds of at least .. 

“(2) To pay and/or refund, by 

redemption on July 1, 
1954 [sic].* the principal 
amount of  petitioner’s 
first refunding mortgage 
gold bonds, due July 1, 
1954, amounting to 

(of which $2,389,000 prin- 
cipal amount thereof bear 
interest at the rate of 5% 
per annum and $1,822,000 
principal amount thereof 
bear interest at the rate of 
64% per annum) p!us re- 
demption premium of 5%, 
amounting to 


$4,200,000.00 


4,211,000.00 


210,550.00 


$4,421,550.00 
“Leaving an ae unpro- 
vided for of 
(which will be provided 
from other funds in the 
company’s treasury).” 


* Date corrected in record to 1945. 


Kings County Lighting Company 
was incorporated in 1904 and in the 
same year merged the Kings County 
Gas and Illuminating Company. Ef- 
fective voting control of this company 
has been held by Long Island Light- 
ing Company since 1925 through 
ownership of almost all the outstand- 
ing common stock. The Kings Com- 
pany’s-early history was reviewed in 
the opinion in Mayhew v. Kings 
County Lighting Co. 2 PSCR (lst 
Dist NY) 659, adopted by the Com- 
mission on October 20, 1911. The 
finances of the company were dis- 
cussed in a memorandum adopted by 
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the Commission on October 19, 1939, 
in Case 9983. 

The bonds to be redeemed were is- 
sued by the company at various times 
and in various amounts as follows: 


63% 
$4,250,000 

Of the total issued, $39,000 princi- 
pal amount of 5 per cent bonds have 
been reacquired by the company, leay- 
ing $2,389,000 of 5 per cent and $1,- 
822,000 of 63 per cent bonds out- 
standing on February 28, 1945. The 
company proposes to deliver to the 
trustee for cancellation the $39,000 of 
5 per cent bonds now held in the 
treasury. 

The mortgage securing the new is- 
sue is to be unlimited as to principal 
amount and will constitute a first lien 
upon all of the property and franchises 
of the company now owned or hereaft- 
er acquired except certain assets such 
as cash, materials and supplies, auto- 
mobiles, nonoperating property, etc. 

The indenture provides for a sink- 
ing-fund payment of $63,000 per year 
payable on April 1st of each year, the 
first instalment being due April 1, 
1946. This sinking fund is to be used 
to purchase bonds at not more than 
the principal amount thereof. Bonds 
held in the sinking fund are not to be 
retired and interest thereon will be 
paid into the sinking fund. The re- 
quired deposit of $63,000 per year is 
to continue as long as the bonds are 
outstanding or until redeemed. 

As the bonds purchased are to be 
kept alive in the sinking fund, the fund 
will be increased annually after the 
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first payment not only to the extent 
of $63,000 per year but also of inter- 
est on the bonds held in the sinking 
fund. Assuming bonds are promptly 
purchased for the sinking fund with 
the available interest and the lump 
sum payment, there will be a steadily 
increasing amount. The first pay- 
ment will reduce the bonds outstand- 
ing in the hands of the public by $63,- 
000. At the end of the next year, the 
amount available for the purchase of 
bonds for the sinking fund would be 
$64,953. If the sinking fund is han- 
dled efficiently and the funds prompt- 
ly reinvested in the proposed issue, at 


the maturity of the bonds in 1975,. 


there would be in the sinking fund ap- 
proximately $2,800,000 or $2,900,- 
000. 

How the annual sinking-fund pay- 
ment was determined is not shown in 
the record. It is 14 per cent of the 
face value of the bonds, but how the 
percentage was determined is shroud- 
ed in mystery. There is nothing in 
the record that it is more than an ar- 
bitrary figure. However, the results 
are very substantial and the provision 
is very much in the interest of the 
bondholders. Of course, ultimately 
the preferred stockholders gain, as the 
diminution outstanding against the 
property improves the equity of the 
preferred stockholders, but the setting 
aside of $63,000 annually operates to 
reduce the amount annually available 
for payment of any dividends. 


The indenture provides for a min- 
imum charge against operating ex- 
penses for depreciation equal to 1} 
per cent of the depreciable property, 
said to be not less than $10,000,000 as 
of December 31, 1944, plus net addi- 
tions of depreciable property. In the 
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1937 rate investigation (1 Ann Rep 
NY PSC 374, 464), the Commission 
allowed about $230,000 for annual de- 
preciation expense. The amount 
charged by the company in 1944 was 
$143,007.48 (annual report).. As 
the property had increased since the 
rate investigation, the proper depre- 
ciation allowance for any future year 
would be in excess of $230,000 and 
the deficiency of the company’s \allow- 
ance is probably in the neighborhood 
of $100,000 annually. 

How the indenture depreciation 
rate of 14 per cent was determined is 
not shown in the testimony. It is ap- 
parently an arbitrary figure deter- 
mined without any relation to the use- 
ful life of the property used in the serv- 
ice of the public; but as it is a min- 
imum requirement, the company is 
free to set aside a larger amount. 

The company asks authority to is- 
sue $4,200,000 principal amount of 
375 per cent bonds, series of 1975, to 
be issued and sold under this new 
mortgage. A purchase agreement has 
been entered into with the John Han- 
cock Mutual Life Insurance Company 
which provides for the sale of the en- 
tire issue as a private offering, the 
bonds to be sold at par plus accrued 
interest to the date of delivery, which 
is to be not later than June 26, 1945. 

The bonds may be called for re- 
demption on thirty days’ notice at the 
following prices: 
To and including June 


“ 
“ 


1, 
3, 
a, 
1, 
1, 
% 
1, 
1, 
1, 


The company submitted an esti- 
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mate of the cost of issuing the new 
bonds of $43,349, not including any 
expenses of this Commission or of the 
Securities and Exchange Commis- 
sion. The estimate consists of the 


following items: 


$4,620 
21,000 
820 
2,100 
1,500 


. Federal original issue tax ....... 
. N. Y. State Recording Tax ..... 
. P. S. C. Filing Fee 
. Trustees’ fees 
. Services of counsel for trustee ... 
. Services and disbursements of 
trustee in re redemption of out- 
standing bonds 
. Services of counsel in re fore- 
going 300 
. Legal Expenses—counsel for pur- 
chaser 5,100 
. Printing of purchase contracts 
and Indentures of mortgage .... 
. Redating title policies, etc. ...... 
. Printing of bonds 
. Miscellaneous 


2,709 


Items 6 and 7 are clearly expenses 
incurred in connection with the re- 
demption of the old bonds and must be 


charged to surplus. Therefore, the 
above total should be reduced to $40, 
340. 

The company proposes to charge to 
surplus $79,388.71, representing the 
balance of unamortized debt discount 
and expense applicable to the old 
bonds. There will be a further charge 
against surplus of $210,550 represent- 
ing a premium of 5 per cent which it 
must pay as call premiums. Thus, the 
total cost to the company of refinanc- 
ing amounts to over $333,000 of 
which nearly $293,000 must be writ- 
ten off immediately. 

The company also submitted an es- 
timate of the probable savings which 
it expects to realize as a result of the 
proposed refinancing. The Federal 
income tax on the additional income 
was figured at 40 per cent. The com- 
pany’s computation is shown in Table 
I. 


TABLE I 


Statement showing annual savings resulting by the sale of the proposed issue of $4,200,000 
principal amount of first mortgage 3449% bonds 


Present bond interest requirements: 


$2,389,000—5% 


Proposed bond interest requirements : 
$4,200,000 at 340% 


Savings in Interest Payments 


first mortgage refunding bonds 
1,822,000—64% first mortgage refunding bonds 


$119,450.00 
118,430.00 


$237,880.00 
130,200.00 
$107,680.00 


Plus the elimination of expenses now being incurred on present bonds 


outstanding 5 
Taxes assumed on interest 
Amortization of debt discount and expense 


1,478.70 
6,778.52 


$115,937.22 


Less estimated expenses in connection with proposed bond issue 


Estimated cost of selling proposed issue ($43,349.00 at 30 years) .... 
Federal income tax on additional taxable income 


Estimated annual savings .ccoccccccecsssescess 
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1,444.97 


45,465.71 46,910.68 


$69,026.54 
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The company’s capital stock now 
outstanding consists of the following: 


No. of 
Shares 


Stated or 
Par Value 


$2,000,000 
1,790,700 
112,900 


Common no par 
7% Series B preferred 

$100 par 17,907 
6% Series C preferred 

$100 par 

5% Series D preferred 


25,000 2,500,000 


The company’s petition shows that 
on February 28, 1945, dividends on 
preferred stock were in arrears in the 
amount of $415,682.18 allocated to 
the various issues as follows: 
$202,647.55 


10,951.30 
202,083.33 


$415,682.18 


7% Series B preferred 
6% Series C preferred 
5% Series D preferred 


The company’s dividend history for 
the years 1940 to 1944 shows that 
during this 5-year period no dividends 
whatsoever were paid to the common 
stockholders. Preferred dividend re- 
quirements were met in the years 
1940 and 1941, but since then divi- 
dends on preferred stock have fallen 
more and more in arrears (petition). 

The company’s annual report for 
the year 1944 shows that between 
April 28 and May 26, 1944, 257 


shares of the 7 per cent series B pre- 
ferred stock were reacquired. The 
total cost of these shares was $15,786.- 

0. The par value of the shares was 
$25,700. In connection with the can- 
cellation of these shares, the company 
wrote off $1,614.22 of unamortized 
debt discount and expense applicable 
thereto. The net profit on this trans- 
action therefore was $8,299.38, which 
was set up as unearned surplus by the 
company. 


Balance Sheet 

Table II below shows the com- 
pany’s balance sheet as of March 31, 
1945. The first column shows the 
book figures before adjustment. Next 
are shown the net adjustments to the 
accounts resulting from (1) the Com- 
mission’s order in Case 10358, ap- 
proved April 12, 1945, 58 PUR(NS) 
129, corrected to reflect company ad- 
justments made subsequent to the date 
as of which the Commission’s findings 
were set up (December 31, 1943); 
and (2) changes in the accounts 
brought about by the proposed refund- 
ing. The last column is a pro forma 
balance sheet as of March 31, 1945, 
giving effect to the above adjustments, 
a schedule of which is attached to 
Table II. 
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TABLE II 
Balance Sheet as of March 31, 1945, per books, adjustments, and pro forma balance 
after refunding 
Adjustments Pro Forma 
Assets and Other Debits Per Books Dr. Cr. Balance 
Gas Plant in Service $869,585(1) 
Construction Work in Progress 12,945 
Gas Plant Held for Future Use 2,154 
Gas Plant Acquisition Adjust- 
2,806,975 2,806,975(2) 


Total Utility Plant $14,690,096 $3,676,560 


Other Physical Property $81,483 
Investments in Associated Cos. 867,000 
Other Investments 90 
Miscellaneous Special Funds .. 19,689 





Total Investment Fund Ac- 
counts $968,262 


$652,422 $264,899(3) $387,523 
Special Deposits 7,572 7,57 
Working Funds 9,505 
Accounts Receivable 256,998 
Receivables from Associated 

Companies 973 
Rents Receivable 495 
Accrued Utility Revenues 123,889 ; 
Materials and Supplies 260,553 260,553 
Prepayments 78,458 78,458 


Total Current and Accrued 
$1,390,865 $264,899 $1,125,966 


Unamortized Debt Discount 
and Expense 79,389 $79,389¢4) 
Preliminary Survey and Inves- 
tigation Charges 
Clearing Accounts 
Retirement Work in Progress. . 
Other Deferred Debits 43,349(12) 


Total Deferred Debits .... $43,349 $79,389 








Capital Stock Expense 

Reacquired Long-term Debt .. ~~ $39,000 $39,000(6) 

Total Assets and Other Debits $17,416,230 $43,349 «$4,059,848 $13,399,731 
~~ (R) Indicates red figure. 
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TABLE IIl—Continued 


Balance Sheet as of March 31, 1945, per books, adjustments, and pro forma balance 
after refunding 
Adjustments Pro Forma 
Dr. Cc 


Liabilities and Other Credits Per Books r. Balance 


Common Capital Stock $2,000,000 $2,000,000 
Preferred Capital Stock 4,403,600 4,403,600 
Premiums and Assessments on 

Capital Stock 11,290 11,290 


Total Capital Stock ...... $6,414,890 ' 6,414,890 
Bonds ..ccccccccccccees ébeese $4,250,000 4,250,000(11) $4,200,000(5) $4,200,000 


Accounts Payable $102,657 $102,657 
Payables to Associated Com- 

panies 7,749 7,749 
Dividends Declared ........ wine 299 299 
Matured Interest ® 6,273 
Customers’ Deposits 717,448 
Taxes Accrued 136,095 118,139(10) 
Interest Accrued 100,529 
Other Current and Accrued 

Liabilities 57,269 


Total Current and Accrued 
Liabilities $1,128,319 $118,139 $1,010,180 








At: 





'eooow i 





we wIitw Sy | hh 





Customers’ Advances for Con- 


struction $6 $6 
Other Deferred Credits 107,613 107,613 


Total Deferred Credits ... $107,619 $107,619 





ew Se Wt 





Reserve for Depreciation of Gas 

Plant $1,547,602 $172,997 (9) $1,374,605 
Reserve for Uncollectible Ac- 

counts 18,184 18,184 
Insurance Reserve 51,152 51,152 
Injuries and Damages Reserve 31,302 31,302 
Other Reserves 188,459 188,459 


Total Reserves $1,836,699 $172,997 $1,663,702 


Unearned Surplus .........00- $328,439 $320,140(8) 8,299 
Earned Surplus osts'  enee 3,355,223(7) (R) 4,959 


Total Surplus $3,678,703 $3,675,363 $3,340 


Total Liabilities and Other 
Credits $17,416,230 $8,216,499 $4,200,000 $13,399,731 


(R) Indicates deficit. 
Note—The company exhibits do not show the arrearages in preferred stock dividends—a 
serious omission. 


> wy 
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Balance Sheet Adjustments 


(1) P. S. C. adjustment, C. 10358 


Add back company adjustment per Ex. 11 


$868,595 
990 


Net adjustment—Credit Gas Plant in Service 


(2) P. S. C. adjustment, C 10358 
Deduct company adjustment per Ex. 11 


2,807,095 
120 


Net adjustment—Credit Gas Plant Acquisition Adjustments ... 
(3) Adjustment reflecting effect of refunding on Cash account 


Payment of premium 
Expenses of issuing new bonds 
Redemption of old bonds for cash 


Total adjustment—credit Cash 


210,550 
43,349 
11,000 


(4) Credit Unamortized Debit Discount and Expense—old issue .... 


(5) Credit Bonds—new issue 
(6) Credit Reacquired Long-term Debt 


Total Credit Adjustments 


(7) 6 S. C. adjustment, C. 10358—Debit Surplus 


Add back company adjustment 


Net adjustment 
P. S. C. adjustment, C. 10358 


$868,595 
870 


$869,465 
2,313,958 


Adjustment to reflect write-off of premium and debit discount and 


expense, old issue 


Deduct adjustment to reflect savings in taxes through refunding 


Net adjustment—debit Surplus 


(8) P. S. C. adjustment, C. 10358—debit unearned surplus 


289,939 
(118,139) 


3,355,223 
320,140 


(9) P. S. C. adjustment, C. 10358—debit Reserve for Depreciation of 


Gas Plant 


(10) Adjustment to reflect tax savings—debit Taxes Accrued 
(11) Adjustment to reflect write-off of old issue—debit Bonds 
(12) Adjustment to set up estimated cost of issuing new bonds—debit 


Other Deferred Debits 


Total Debit Adjustments 


Using the figures shown in the last 
column of Table II for the purpose of 
this discussion, we may compare the 
original cost of utility plant less 
proper depreciation with the face value 
of the bonds which would be outstand- 
ing were the petition to be granted. 

The original cost of all utility plant 
as of March 31, 1945, is $11,013,536. 
The depreciation reserve applicable to 
this property is $1,374,605, but in the 
memorandum in Case 10358, ap- 
proved by the Commission on April 
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172,997 
118,139 
4,250,000 


43,349 
$8,259,848 


12, 1945, 58 PUR(NS) 129, which 
was the basis of the order adopted up- 
on the same date requiring the com- 
pany to adjust its accounts, the depre- 
ciation reserve was said to be deficient 
by about $2,000,000 as of December 
31, 1943. Upon that date, the book 
reserve was, in round figures, $1,190,- 
000. Between December 31, 1943, 
and March 31, 1945 (one year and 
three months), the reserve had in- 
creased about $185,000. As the com- 
pany has for many years failed to 
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credit to the reserve an adequate 
amount, the deficiency as of March 
31, 1945 is appreciably more than $2,- 
000,000. If we assume that the re- 
serve should be about $3,500,000, the 
original cost of utility plant less the 
depreciation reserve would be about 
$7,500,000 and the amount represent- 
ed in outstanding bonds would be 
about 56 per cent. 


Passing to an analysis of the com- 
pany’s income account as shown in 
its reports to the Commission for the 
three years ending December 31, 
1944, in order to compare the income 
available for interest and dividends 
with the charges made, we start with 
Table III. 


TABLE III 
Comparative Income Statement per Annual Reports 


1942 1943 1944 


Operating Revenues 


Operation and Maintenance 
Depreciation 
Operating Taxes 


Total Operating Revenue Deductions .. 


Net Operating Revenues 
Other Income (net) 
Gross Income 
Interest and Amortization 
Taxes Assumed on Interest 
Other Interest Charges ‘ 
Miscellaneous Income Deductions 
Income Taxes 


Total Income Deductions 


Net Income—Available for dividends .. 


The company also submitted an in- 
come account for the year ended 
March 31, 1945, which showed net 
income of $238,865 after the payment 
of interest, amortization and income 
taxes. 

Regarding all of these income state- 
ments, one important fact is to be not- 
ed. In no year has the company ac- 
tually charged to operating expenses 
and credited to the depreciation re- 
serve an adequate amount. It has 
failed to credit to the reserve the 
amounts allowed for depreciation 
charges in the gas rates which the 
Commission has ordered from time to 


$3,191,002.76 
2,047,670.36 


$3,280,962.71 
2,153,713.36 


$3,330,026.46 
2,202,927.80 


142,964.04 
400,195.22 


$2,590,829.62 
600,173.14 
2,334.79 
602,507.93 
244,041.09 
1352.45 
29'857.10 


782.42 
80,653.76 


143,007.48 
409,441.36 


$2,706,162.20 
574,800.51 
821.60 
575,622.11 
244,318.34 
1,376.05 
29,320.32 
2,014.82 
66,273.42 
343,302.95 


$232,319.16 


143,007.48 
411,963.71 


$2,757,898.99 
572,127.47 
5,891.70 
578,019.17 


244,608.07 
1,448.90 




















356,686.82 
$245,821.11 


366,221.75 
$211,797.42 





time. 


In other words, the company 
has diverted to surplus year after 
year an amount which ought to have 


been credited to the reserve. Thus, 
the surplus has been constantly over- 
stated and operating expenses and de- 
preciation reserve understated. 

In the indenture there is the re- 
quirement that at least 14 per cent of 
the depreciable property shall be cred- 
ited to the reserve and charged as an 
operating expense and that in addi- 
tion the company is required to set 
aside in a sinking fund $63,000 a year 
for the purpose of acquiring bonds 
and thereby decreasing the obligations 
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outstanding in the hands of the pub- 
lic. But even if we add $63,000 to 
$150,000 (14 per cent), the amount 
is less than the Commission allowed 
in the last rate case for annual depre- 
ciation charges. 

The net income for each of the 
three years given in Table III, and 
for the year ended March 31, 1945, is 
excessive by approximately $100,000 
annually. Deducting this amount 
produces net incomes after payment of 
all reported charges and adequate de- 
preciation of approximately— 

$150,000 for 1942 

135,000 for 1943 

115,000 for 1944 

140,000 for the year ended March 31, 1945. 

As the annual dividend require- 
ments on the preferred stock are 


Reported Gross Income—(Table III) 
Less Additional Depreciation, say 


Interest and Amortization, about (New Issue) $132,000 $! 
Other Interest & Deductions, about 31,000 
Income Tax (40%) 


Total Deductions 
Net Income 


The net incomes just given are be- 
fore the deduction of $63,000 annual- 
ly to be placed in the sinking fund and 
if such sinking-fund payment were 
made in addition to provision for an 
adequate depreciation reserve, the 
amount available for preferred stock 
dividends would be reduced to the ex- 
tent of such sinking-fund payment and 
would make the deficiency below re- 
quirements a very considerable 
amount. 

It may be argued that to require 
that adequate provision be made for 
depreciation and also a sinking-fund 
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$257,123, several facts are apparent, 
First, the company is not earning and 
has not earned in recent years, its pre- 
ferred stock dividends in full even on 
the company’s own figures. Secondly, 
if the company had provided an ade- 
quate depreciation reserve, it would 
have failed to earn its preferred stock 
dividends by over $100,000 in each 
year. Obviously, the common stock 
has no value whether one uses the 
balance sheet (with a proper depre- 
ciation reserve) or the earnings .as a 
test. 

However, if the petition is ap- 
proved, the condition of the company 
from an income viewpoint would be 
considerably improved, as indicated 
by the following, rounded-off figures 
being used: 


Year Ended 
1943 1944 March 31, 1945 


$575,600 $578,000 $631,900 
00,000 100,000 100,000 


1942 





$502,500 





$475,600 $478,000 $531,900 








000 - $132,000 
31,000 31,000 
125,040 126,000 








$288,040 $289,000 





$203,700 


$187,560 $189,000 


payment of $63,000 annually is a du- 
plication and that the sinking-fund 
payment should be credited against 
depreciation requirements, as the fi- 
nancial status of a company is increased 
whether a depreciation reserve be pro- 
vided and the funds thereby obtained 
used to increase the company’s assets 
or the funds obtained through the sink- 
ing fund be used to decrease the lia- 
bilities. There is considerable force to 
this argument but the company is pro- 
posing to refund its bonds before it 
adjusts its accounts as it should do, 
and the proposal must now be con- 
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sidered in the light of what the com- 
pany has done and is proposing to do 
rather than in the light of a recon- 
structed balance sheet in accordance 
with proper accounting. 

However, if one were to compare 
the earnings of the company after pro- 
vision has been made for all proper 
charges, including additional deprecia- 
tion and sinking fund as required by 
the indenture, it is obvious that the 
company’s income before interest 
($321,340 for year ended March 31, 
1945) would be far in excess of in- 
terest and amortization requirements 
($163,000). From this point of view 
the proposed refunding is justified. 

In passing, it may be pointed out 
that the financial readjustments which 
the company should make include not 
only the refunding of its bonds but a 
revision of its preferred stock. As the 
Commission has stated over a long 
period of some thirty-five years, the 
common stock really represents no 
property or earnings. The preferred 
stockholders are entitled to all of the 
earnings between a fair rate of return 
on the one hand and proper operating 
costs (including depreciation, taxes, 
and other charges) and interest re- 
quirements on the other. 

The par value of the preferred stock 
outstanding is $4.403,600—more than 
the face value of the bonds, a most 
unusual condition. The dividend rates 
vary from 5 to 7 per cent and average 
over 5.8 per cent. In the light of pres- 
ent-financial conditions, it is clear that 
if a reasonable amount of new preferred 
stock were to be issued, it could be 
sold at par at a much lower dividend 
rate, the company would then have a 
more normal financial structure; and 
if the preferred stockholders were 


given common stock, they would con- 
trol the company and ultimately obtain 
whatever earnings the company would 
be able to obtain under reasonable 
rates. The equity of this plan is em- 
phasized by the fact that the dividends 
on the preferred stock are already in 
arrears to the extent of over $415,000. 
However, the company has submitted 
no such proposition and the Cémmis- 
sion must act on the proposal as it has 
been submitted and on the record as 
made. 

[1, 2] Under the provisions of stat- 
ute, the Commission must find, before 
authorizing the issuance of any securi- 
ties, that the proposed issue is neces- 
sary for the purposes specified. In 
reaching its decision, the Commission 
must consider all of the conditions and 
terms of the proposal, including the 
requirements of the mortgage. This 
brings us to a discussion of the interest 
rate proposed and whether it is as 
low a rate as could reasonably be ob- 
tained under all of the conditions sur- 
rounding the issue, the property back 
of the mortgage and the probable earn- 
ings of the company. 

In recent years, and particularly in 
1944 and 1945, the sale of securities 
through competitive bidding has grown 
by leaps and bounds, and companies 
generally have restored to this method 
in preference to private sale or- agree- 
ment without any public offering. 
This Commission has rejected propos- 
als for a private sale because it did not 
believe the companies had obtained as 
good terms as they could have secured ; 
and in every instance where the peti- 
tion has been denied and competitive 
bidding has been utilized, the company 
has obtained better terms, particularly 
in the way of lower interest rates and 
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higher prices, than were proposed in 
the rejected petition. Whether a pri- 
vate agreement made without any 
competitive bidding is the best that can 
be obtained is obviously a matter of 
opinion until bids have been received ; 
but there is one great advantage of 
competitive bidding from the stand- 
point of the Commission and of com- 
pany officials. We have had so much 
experience with competitive bidding 
and the benefits to the companies under 
our jurisdiction have been so great that 
there is no longer any question of the 
practicability of competitive bidding 
and that this means will obtain better 
terms than private sale. It may be 
that if conditions were to change and 
through some means real competition 
were to be eliminated, so that it did 
not represent a free expression of the 
financial world as to the proper price 
to be paid for an issue, “competitive 
bidding” would need to be abandoned. 
But there is no such condition at pres- 
ent and there seems to be no better 
way of determining what is the best 
a company can obtain for the securities 
it issues than by inviting bids from 
any source with full publicity and with 
ample time afforded to submit bids. 
Company officials insist that they are 
unable to obtain better terms and that 
the offer to purchase the proposed 
bonds, bearing an interest rate of 3.1 
per cent at par, is the best that can 
be secured and that competitive bid- 
ding will not produce a lower interest 
rate or a higher price. Of course, this 
is a matter of opinion and it is not 
supported by the experience of this 
Commission. If better prices can be 
obtained than those proposed, it is the 
duty of the company, in the interests 
of its security holders and particularly 
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in the interest of the preferred stock- 
holders whose dividends are in arrears, 
to obtain the best price; and it is the 
duty of the Commission to see that 
the best price is obtained. 

It has been suggested that this is a 
small issue and that it is difficult to 
interest financial agencies in submitting 
bids for such a small issue. This as- 
sertion is not borne out by the facts. 
The size of an issue has not been deter- 
minative of the number of bids sub- 
mitted as evidenced by the recent ex- 
perience of the Georgia Railway and 
Power Company. 

It has also been suggested that if 
competitive bidding is followed, the 
company must file with the Securities 
and Exchange Commission, that such 
filing is expensive and will result in 
delay, and that the lower interest rate 
obtained, if any, will not offset the 
additional expenses thus incurred. It 
may be true as asserted that such costs 
are in excess of the expenses of this 
Commission and that in the case of a 
small company and a small issue an 
effort should be made to simplify the 
procedure; but it is probable that in 
the present instance the costs of filing 
with the Securities and Exchange 
Commission for public sale would not 
exceed $10,000 or $15,000. A re- 
duction of only 7sth of one per cent 
in the annual interest rate would pro- 
duce an additional saving of $4,200, 
which with the resulting decrease in 
Federal income taxes would wipe out 
the SEC charges in two or three years 
and ultimately the gain to the company 
and to the preferred stockholders would 
be substantial. 

Considering all factors, it is our 
opinion that the petition should be de- 
nied as not meeting the requirements 
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of statute and that the company should 
invite bids and thus determine what is 
a fair and reasonable price and interest 
rate for the securities offered. 

While we do not insist that the com- 
pany put its house in order before re- 
funding its bonds, the interests of the 
preferred stockholders and fair dealing 


require that a complete financial re- 
organization should be undertaken. 
The company management has been 
derelict in not meeting the situation 
fairly and squarely many years ago. 
It has not given to the preferred stock- 
holders the consideration to which 
they have been entitled. 





SECURITIES AND EXCHANGE COMMISSION 


Re Kings County Lighting Company 


File No. 70-1074, Release No. 5837 
May 31, 1945 


ECLARATION by subsidiary of holding company, pursuant 
D to § 7 of the Holding Company Act, regarding the issue 
and sale of short-term promissory note; declaration permitted 

to become effective. 


Security issues, § 80 — Promissory note — Temporary financing — Bond re- 


demption. 


A subsidiary of a registered holding company which has been denied au- 
thority by a state Commission to issue refunding bonds without competi- 
tive bidding, thereby facing a situation wherein it cannot complete the 
sale of the bonds before the required date for making its redemption call 
for bonds outstanding, should be permitted to issue and sell a short-term 
promissory note, the proceeds of which will be used for immediate retire- 
ment of the outstanding bonds, and the note to be retired with the pro- 
ceeds of long-term bonds to be issued shortly at competitive bidding, sub- 
ject to reservation of jurisdiction over fees and expenses and all aspects 


of the issue and sale of the bonds. 


APPEARANCES: Charles G. Blakes- 
lee, Elmer B. Sanford, and Charles E. 
Elbert, for Kings County Lighting 
Company ; Solomon Freedman, for the 
Public Utilities Division of the Com- 
mission. 


By the Commission: On April 27, 
1945, Kings County Lighting Com- 
pany (“Kings’’), a subsidiary of Long 
Island Lighting Company, a registered 
holding company,’ filed an application 
under § 6(b) of the Public Utility 





lLong Island Lighting Company, which 
owns 97.74 per cent of the common stock 
(the only voting security) of Kings, regis- 
tered as a holding company on April 23, 1945, 
pursuant to our order entered April 21, 1945, 


wherein we modified an exemption formerly 
granted Long Island Lighting Company from 
all the provisions of the act, on behalf of 
itself as a holding company and every sub- 
sidiary company thereof as such, so as to 
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Holding Company Act of 1935, 15 
USCA § 79f(b), requesting an ex- 
emption from the provisions of § 6(a) 
of the act, and an exception from the 
competitive bidding requirements of 
Rule U-50 of the Rules and Regula- 
tions promulgated under the act, with 
respect to the issue and sale of $4,200,- 
000 principal amount of its 375 per 
cent first mortgage bonds due 1975 
to John Hancock Mutual Life Insur- 
ance Company (“John Hancock’’) at 
a cash price of $4,200,000. The pro- 
ceeds from the proposed sale, together 
with treasury cash, were to be used 
to redeem and retire, as at July 1, 
1945, the company’s outstanding 
$4,211,000 principal amount of first 
refunding mortgage gold bonds due 
1954. 


The foregoing proposal required 


the approval of the Public Service 


Commission of the state of New York. 
On May 22, 1945, that Commission 
refused to permit the issue and sale of 
the bonds in the absence of competitive 
bidding.* The company thereupon, 
on May 24, 1945, amended its applica- 
tion before this Commission to provide 
for the issue and sale of its first mort- 
gage bonds at competitive bidding. 
However, since the bonds outstanding 
at present are redeemable, on four 
weeks’ notice, upon the semiannual 
interest payment dates of July Ist and 
January Ist, the redemption call must 


be made no later than June 2, 1945, 
if the bonds are to be redeemed on July 
1, 1945. Otherwise, the bonds may 
not be redeemed until January 1, 1946, 
Since the company is desirous of issu- 
ing the redemption call on June 1, 
1945, and it is impossible to prepare 
and file a registration statement and 
invite and receive bids for the sale 
of the bonds prior thereto, it proposes 
to obtain a short-term loan of $4,200,- 
000 as interim financing and to repay 
such loan from the proceeds of the 30- 
year first mortgage bonds to be sold 
later at competitive bidding. For this 
purpose, the company will issue to 
John Hancock its promissory note in 
the principal amount of $4,200,000, 
to be dated June 26, 1945, to bear in- 
terest at 14 per cent per annum, and 
to mature not later than November 30, 
1945.2 The proceeds of $4,200,000, 
together with treasury cash, will be 
used to redeem the outstanding bonds 
as of July 1, 1945. John Hancock has 
also agreed to extend, until November 
30, 1945, the agreement of purchase 
of the first mortgage bonds of the com- 
pany upon the same terms formerly 
agreed upon. 

At the present time, the only matter 
which Kings has asked us to pass upon 
and which we need consider is whether 
the declaration under §§ 6a and 7 of 
the act, 15 USCA §§ 79f(a), 79g, 


regarding the short-term interim fin- 





terminate such exemption in respect of the 
registration, issuance of securities, reorgani- 
zation and other provisions of the act. Re 
Long Island Lighting Co. Holding Company 
Act Release No. 5746. 

®Re Kings County Lighting Co. Case 
11929, 59 PUR(NS) ante, p. 19. The memo- 
randum of the New York Commission also 
pointed out that the company was in need of 
recapitalization. It stated, however, that the 
refinancing of the long-term debt could be 
effected before the company was recapitalized. 
In connection with the present proceeding, 
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Kings has indicated that a plan of recapitali- 
zation under § 11(e) of the act, 15 USCA 
§ 79k(e) will be filed shortly. ; 

The company may anticipate the maturity 
date, without penalty, upon ten days’ notice. 
The loan agreement to be executed in con- 
nection with the issuance of the promissory 
note will provide that the company will not 
incur any mortgage indebtedness or other 
indebtedness for a term of more than one year 
unless it shall have paid the note in full with 
interest. 
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ancing should be permitted to become 
effective, and we shall reserve juris- 
diction over all aspects of the issue 
and sale of the 35 per cent first mort- 
gage bonds of the company due 1975.* 

A public hearing as to the issue and 
sale of the short-term note was held 
iter appropriate notice. Upon a con- 
sideration of the record, the Commis- 
sion makes the following findings : 


The Declarant 

Kings, incorporated in 1904 under 
the laws of the state of New York, is 
a public utility company operating 
wholly within the state of New York. 
It is engaged in the manufacture of 
gs and in the sale and distribution 
thereof for light, heat or power in the 
county of Kings, state of New York. 

At the present time, Kings owns the 
entire interest in Kings Appliance 
Corporation, a nonutility which is a 
New York corporation engaged in the 
business of selling gas appliances to 
Kings’ consumers. Until recently, 
Kings owned the entire interest in 
Kings D. and R. Corporation, a New 
York corporation engaged in the busi- 
ness of acquiring and selling real prop- 
erty used in connection with the opera- 
tions of its parent, Kings. On May 
15, 1945, Kings D. and R. Corpora- 
tion was dissolved and its assets, sub- 
ject to its liabilities, were acquired by 
Kings. 


Use of Proceeds 
The proceeds of $4,200,000 to be 
derived from the sale of the short-term 


note, together with treasury cash of 
$221,550, will be used to redeem and 
retire, as of July 1, 1945, all of the 
outstanding long-term debt of Kings, 
amounting to $4,211,000 as follows: 


TABLE I 
First mortgage 5 % 
bonds due July 1, 
1954 
Principal amount (net 
of $39,000 in treas- 


$2,389,000 
119,450 $2,508,450 


First mortgage 64% 
bonds due July 1, 
1954 
Principal amount .. $1,822,000 
Call premium—5% .. 91,100 1,913,100 


$4,421,550 





Total call price 


Balance Sheet 

Attached hereto as Exhibit A is a 
condensed corporate balance sheet of 
Kings, as at April 30, 1945, per books, 
and pro forma giving effect to the 
proposed issue and sale of its short- 
term note and the redemption of its 
presently outstanding bonds. [Exhibit 
A omitted. ] 


Plant and Property 

The gas utility plant in the amount 
of $11,037,356, as indicated in Ex- 
hibit A, is stated at original cost pur- 
suant to a recent order of the Public 
Service Commission of the state of 
New York.’ In accordance with that 
order, Kings reduced its gas utility 
plant, as of December 31, 1943, by 
$3,675,690 by charges of $3,182,553 
to earned surplus, $320,140 to un- 
earned surplus, and $172,997 to re- 
serve for depreciation. 





‘Since the redemption of the outstanding 
rst refundin 


ase 10358, 58 PUR(NS) 129. The $11,- 
137,356 does not include any amounts ap- 


[3] 


plicable to the property recently acquired upon 
the dissolution of Kings D. and R. Corpora- 
tion. As at April 30, 1945, the plant and 
property of Kings D. and R. Corporation was 
stated at $517,386, against which there was 
a reserve for depreciation in the amount of 


$170,816. 
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The reserve for depreciation, at Capitalization 
April 30, 1945, in the amount of There is set forth below in Table I] 
$1,386,707, represents 12.56 per cent the capitalization and surplus of Kings, 
of the gas utility plant of $11,037,- as at April 30, 1945, on the following 
356. bases: (1) per books, (2) as adjusted 
to reflect the accumulated arrearages 


bpd St aoe ne sei on the preferred stocks of the com 
pany, 
$9,650,649, and the amount of the and (3) pro forma reflecting the fur 


promissory note proposed to be issued ther effect of the issuance of its short 
represents 43.52 per cent of such net term note and the redemption of its 
plant. outstanding bonds. 


TABLE II 

Pro forma, reflect- 

ing issuance of short- 

Per Books adjust- _ term note, redemp- 

ed to reflect accu- _ tion of bonds, and ac- 
Per books mulated arrearages cumulated arrearagesam short-t 
Amount %o Amount %o Amount % per cer 
Long-termDebt surplus 
Ist mtge. 5’s due 1954 $2,389,000 22.06 $2,389,000 22.06 a ae 
Ist mtge. 64’s due 1954 .... 1,822,000 1,822,000 It v 


surplus 
$14,24 
Promissory Note Payable, Due $181.4 


Nov. 30, 1945 veve ese ; ff t 
Preferred Stock and Undeclared wes: 
Dividend Arrearages of un: 


7% Cum. Pfd—$100 p. v.— expens 
17,907 shs. 1,790,700 ’ 1,790,700 i 1,790,700 , ; 


6% Cum. Pfd.—$100 p. v— premiu 
1,129 shs. 112,900 ‘ 112,900 J 112,900 ; to be r 


5% Cum Pfd—$100 p. v.— 
25,000 shs. 2,500,000 : 2,500,000 2,500,000 23. alent t 


Paid-in premiums 11,290 4 : , Federa 
Total par value and paid- such ch 

in premiums 4,414,890 ‘ ; : estimat 

891. T 

by the 

223,539 . 10° Me come ac 
Deduct: 

12080. 12,080 duct 


222,917 222.917 Earnin, 
Ther 


Total undeclared arrear- Bac 
a eetalataheae Kings 

Total pfd. stock and unde- April 

clared arrearages 4,414,890 40.76 4,873,426 fo r 

dedaninigehes rma 


Total long-term debt, prom- 
issory note, and preferred ® The « 
stock plus arrearages ... 8,625,890 79.64 9,084,426 counting 


Total long -term debt .. 4,211,000 


Undeclared dividend arrear- 


ages 
7% Cum. Pfd—$12.48% 
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TABLE [I—Continued 


Common Stock and Surplus 
Common stock—50,000 shs., 


2,000,000 
8,299 
195,702 


n. p. V. 

Unearned surplus 

Earned surplus 

Less: Adjustment to reflect 
accumulated preferred divi- 
dend arrearages 


Total common stock and 
surplus 


and 


Total capitalization 
$10,829,891 


surplus 
( ) Denotes red figure. 


As indicated above, the proposed 
short-term borrowing represents 39.48 
per cent of the total capitalization and 
surplus on a pro forma basis. 

It will be noted that the earned 
surplus decreases from $195,702 to 
$14,240. The pro forma reduction of 
$181,462 is attributable to the writing 
off to earned surplus of the balance 
of unamortized debt discount and 
expense of $78,803 and the call 
premiums of $210,550 on the bonds 
to be redeemed, less an amount equiv- 
alent to the estimated reduction in 
Federal income taxes resulting from 
such charges, which reduction has been 
estimated by the company to be $107,- 
891. The latter amount will be charged 
by the company in 1945 to the in- 
come account—‘‘ Miscellaneous Income 
Deduction.” ° 


Earnings 

There is attached hereto as Exhibit 
B a corporate income statement of 
Kings for the twelve months ended 
April 30, 1945, per books, and pro 
forma giving effect to the proposed 


100.00 $10,829,891 


18.48 
07 
1.81 


2,000,000 
8,299 
195,702 


18.48 
07 
1.81 


2,000,000 18.81 
8 08 
14,240 13 
(458,536) 


(4.23) (458,536) (4.31) 


20.36 1,745,465 16.13 1,564,003 14.71 


100.00 $10,637,429 100.00 


interim financing. [Exhibit B omit- 


ted. ] 


The pro-forma income statement 
gives effect to a provision for interest 
on debt of $4,200,000 on the basis of 
a rate of 14 per cent per annum for 
five months and a rate of 34 per cent 
per annum for seven months.” On the 
basis of such provisions for interest, 
the pro-forma interest is $135,680 less 
than the actual requirements for the 
12-month period based on the bonds 
presently outstanding. 

The earnings-coverage ratios on 
the actual interest requirements of 
Kings, based on the 5 per cent and 
63 per cent rates applicable to the 
presently outstanding bonds, during 
and five calendar years, 1940 through 
1944, have a range from 2.06 to 2.34. 
For the twelve months ended April 30, 
1945, actual interest requirements 
were earned 2.19 times. On _ the 
basis of the pro-forma provision for 
interest for the twelve months ended 
April 30, 1945, such interest would 
be earned for 4.54 times.® 





®The company states that the proposed ac- 
counting treatment is required by the Uniform 
System of Accounts of the Public Service 
Commission of the state of New York. 

TAs indicated previously, John Hancock 
has agreed to extend until November 30, 1945, 


the agreement of purchase of the first mort- 
gage bonds of the company upon the same 
terms as formerly agreed. 

8For this purpose, the pro-forma gross 
income has been adjusted so as to add back 
to the provision for Federal income taxes the 
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Fees and Expenses 

Kings states that no fees and ex- 
penses will be incurred in connection 
with the issue and sale of its short- 
term promissory note with the possi- 
ble exception of the fees and expenses 
of counsel for John Hancock as to 
which no estimate has been sub- 
mitted. We shall, accordingly, re- 
serve jurisdiction over all fees and ex- 
penses to be incurred in connection 
with the issue and sale of the short- 
term promissory note. 


Conclusions 

The issue and sale of the promis- 
sory note of Kings are subject to the 
provisions of § 6(a) of the act and 
must, therefore, satisfy the applicable 
requirements of § 7. Since the pro- 
ceeds of the promissory note, to- 


gether with treasury cash, are to be 
utilized by Kings to redeem its pres- 
ently outstanding bonds, it appears 
that the promissory note is to be is- 
sued and sold solely for the purpose of 
discharging outstanding securities of 


Kings. Accordingly, such issue and 
sale satisfy the provisions of § 7(c) 
(2)(A). No state Commission hav- 
ing informed us that the state laws 
have not been complied with, the pro- 
visions of § 7(g) appear to be satis- 
fied. The sale of the promissory note 
is not subject to the competitive bid- 
ding requirements of Rule U-50 by 
reason of the exemption provided by 
paragraph (a)(2) thereof.” 


Ordinarily, we would not deem it 
desirable or appropriate for a public 
utility company to have all its out. 
standing debt in the form of a short. 
term obligation as is here proposed. 
However, the promissory note of 
Kings is to be issued solely as interim 
financing for the purpose of retiring 
immediately its outstanding mortgage 
debt and is to be replaced by the 30- 
year first mortgage bonds to be sold 
shortly at competitive bidding. More. 
over, the company has the standby 
agreement of John Hancock to pur- 
chase the first mortgage bonds at a 
cost of money to the company of 3 
per cent. Under the circumstances of 
this case, we do not deem it necessary 
to enter any adverse findings under 
§ 7(d). 

We shall permit the declaration as 
to the issue and sale by Kings of its 
short-term promissory note to become 
effective, and shall reserve jurisdic- 
tion over: (1) all fees and expenses 
incurred by Kings in connection with 
the issue and sale of such note; and 
(2) all aspects of Kings’ proposal to 
issue and sell its 30-year first mort- 
gage bonds. 

An appropriate interim order will 
issue. 

ORDER 

Kings County Lighting - Company, 
a subsidiary of Long Island Light- 
ing Company, a registered holding 
company, having filed an application- 
declaration, and amendments thereto, 





amount of $107,891 shown in Exhibit B as a 
reduction in such taxes arising from the pro- 
posed redemption. 

®In this connection, counsel for declarant 
has submitted an opinion stating that the 
issue and sale of the promissory note is ex- 
poy exempted from the jurisdiction of the 

ublic Service Commission of the state of 
New York under a provision of § 69 of the 
Public Service Law which permits, without 
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the consent of such Commission, the issuance 
of notes for proper corporate purposes paya- 
ble at periods of not more than twelve months 

1 Although Rule U-50 is not applicable, it 
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pursuant to §§ 6(a), 6(b), and 7 of 
the Public Utility Holding Company 
Act of 1935, regarding (1) the issue 
and sale, pursuant to the competitive 
bidding requirements of Rule U-50, of 
$4,200,000 principal amount of its 375 
per. cent first mortgage bonds due 
1975, the interest rate and redemption 
prices to be fixed by competitive bid- 
ding; and (2) the issue and sale, at a 
cash price of $4,200,000, of its promis- 
sory note (as interim financing, to be 
discharged with the proceeds of the 
issue and sale of its 375 per cent first 
mortgage bonds, due 1975, as described 
above), payable to the John Hancock 
Mutual Life Insurance Company in the 
principal amount of $4,200,000, said 
note to be dated June 26, 1945, to 
mature not later than November 30, 
1945, to bear interest at a rate of 14 
per cent per annum, and the proceeds 
thereof, together with treasury cash, 
to be used to redeem, on July 1, 1945, 
at the redemption price of 105 per cent 
of principal amount, its outstanding 
$4,211,000 principal amount of first 
refunding mortgage gold bonds, due 
July 1, 1954, of which $2,389,000 
bears interest at 5 per cent and $1,822,- 
000 at 63 per cent; and 

Applicant-declarant having request- 
ed that the Commission enter an in- 
terim order at this time relating solely 
to the proposed issue and sale of said 
promissory note; and 


A public hearing having been held 
after appropriate notice, at which the 
security holders of applicant-declarant 
and other interested persons were af- 
forded opportunity to be heard; and 
requests for findings, briefs, and oral 
argument having been waived as to 
the issue and sale of said promissory 
note ; and 

The Commission having considered 
the record and having entered its 
findings and opinion herein, and deem- 
ing it appropriate in the public interest 
and in the interest of investors and 
consumers to permit the declaration, 
as amended, solely in regard to the 
issue and sale of said promissory note 
to become effective : 

It is hereby ordered, pursuant to 
the applicable provisions of said act, 
including § 7 thereof, and subject to 
the provisions of Rule U-24 promul- 
gated under the act, that the aforesaid 
declaration solely in regard to the is- 
sue and sale of said promissory note 
be, and hereby is, permitted to become 
effective forthwith; and 

It is further ordered that jurisdic- 
tion be, and hereby is, reserved over 
(1) the payment of all fees and ex- 
penses incurred in connection with the 
issue and sale of said promissory note, 
and (2) all aspects of the issue and 
sale of said 34 per cent first mort- 
gage bonds of Kings County Lighting 
Company due 1975, 
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FEDERAL POWER COMMISSION 


Re Panhandle Eastern Pipe Line Company 


Opinion No. 121, Docket No. G-620 
March 31, 1945 


PPLICATION by natural gas pipe-line company for authority 
to construct and operate additions to pipe-line system; 
granted subject to conditions. 


Certificates of convenience and necessity, § 104 — Facilities for gas transportation 
—Gas shortage — War needs. 

1. Public convenience and necessity require the construction and opera- 
tion of additions to a natural gas pipe-line system to bring additional gas 
into an area where there is a serious natural gas shortage, necessitating 
frequent curtailments and interruptions in service to industries engaged 
in vital war production as well as disruption of service to domestic and 
commercial consumers, where additional supplies of gas thus made avail- 
able would be no greater than the amount required to offset a decline 
in gas production within the area, p. 41. 

Certificates of convenience and necessity, § 73 — Conditions of authorization — 

Pipe-line facilities — War needs. 
2. A certificate of convenience and necessity authorizing the construction 
and operation of additions to a natural gas pipe-line system, urgently re- 
quired to maintain essential war production and to meet civilian needs 
during the war emergency where part of the supply might be terminated 
after the war emergency, should be made subject to conditions as to serv- 
ing new customers and abandonment of contract deliveries, in order that 
the Commission may retain control over the future use of the proposed 
facilities, p. 44. 
(SmitH and Draper, Commissioners, concur.) 


> 


AppEARANCES: D.H. Culton and Haley and Tom J. McGrath, for 
S. H. Riggs, for Applicant, Pan- National Coal Association; Welly K. 
handle Eastern Pipe Line Company; Hopkins and Tom J. McGrath, for 
Harry S. Littman, Stanley M. Mor- United Mine Workers of America. 
ley, and Charles E. McGee, for Fed- 


eral Power Commission; L. E. Clev- By the Commission: This pro- 


enger, for State Corporation Com- 
mission of Kansas; Commissioner 
Paul E. Weiland, for Public Utilities 
Commission of Ohio; William E. 
Dowling and James H. Lee, for City 
of Detroit, Michigan; James W. 
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ceeding involves an application of Pan- 
handle Eastern Pipe Line Company,’ 
seeking a certificate of public con- 
venience and necessity under § 7(c) 





1 Hereinafter called “Applicant” or “Par- 
handle Eastern.” 
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of the Natural Gas Act, 15 USCA 
§ 717f(c), to authorize the construc- 
tion and operation of additions* to 
its existing pipe-line system by means 
of which it is proposed to increase the 
delivery capacity of such system by 
50,000,000 cubic feet of natural gas 
per day. 

By letter of January 25, 1945, the 
War Production Board requested ap- 
plicant to give consideration to the 
feasibility of installing additional 
compressor stations, compressors, and 
loop lines for the purpose of “ameli- 
orating the shortage [of natural gas] 
which otherwise will exist in the Ap- 
palachian area next winter,’’ and to 
submit a plan for such purpose at the 
“earliest possible moment.” The let- 
ter also stated that during the past 
winter a shortage of natural gas avail- 
able to such area resulted in curtail- 
ment of war production, and that “it 
is absolutely essential to increase the 
capacity of pipe lines into the Appala- 


chian area before the beginning of the 
winter of 1945-1946, in order to pre- 
vent a much more serious and pro- 
longed interruption to war production 
at that time.” Following the submis- 
sion to WPB of the plan here pro- 
posed, Applicant was granted by that 
board a high preference rating for the 
necessary critical materials. There- 
after, on February 2, 1945, the appli- 
cation was filed in this proceeding, 
and amended on February 15th. 

On February 3, 1945, we set this 
matter for public hearing. After ap- 
propriate notice, including notice to 
the regulatory Commissions of each 
of the states in which Applicant oper- 
ates, such hearing was begun Feb- 
ruary 15th and concluded February 
23, 1945.5 The matter was submitted 
after oral argument made before the 


Commission sitting en banc on Feb- 
ruary 24, 1945, all counsel having 
waived briefs. 





2The proposed facilities, and the estimated 
cost (totaling $8,325,000), are more fully de- 
scribed below : 

(1) A new 2,400-horsepower compressor 
station at Hugoton, Kansas, in the Hugoton 
gas field, $435,000. 

(2) Additional units to be installed at ex- 
isting compressor stations: four 1,300-horse- 
power units at Greensburg, Kansas, compres- 
sor station, $950,000; three 1,300-horsepower 
units at Haven, Kansas, compressor station, 
$700,000; five 800-horsepower units at the 
Olpe, Kansas, compressor station, $700,000; 
five 1,000-horsepower units at Louisburg, Kan- 
sas, compressor station, $1,135,000; four 1,300- 
horsepower units at the Houstonia, Missouri, 
compressor station, $940,000; four 800-horse- 
power units at the Centralia, Missouri, com- 
pressor station, $525,000; four 800-horse- 
power units at the Pleasant Hill, Illinois, 
compressor station, $525,000; one 1,000-horse- 
power unit at the Glenarm, Illinois, compres- 
sor station, $325,000. 

_(3) Approximately 32 miles of 24-inch 1 
line at a cost of $1,077,000, consisting of 122 
miles of 24-inch loop line in Indiana, extend- 
ing the existing loop line north from Ap- 
plicant’s Zionsville compressor station beyond 
its present terminus in Wells county to the 
west bank of the Wabash river, and 19.9 


miles of 24-inch loop line in Ohio, extending 
the existing loop line north from Applicant’s 
Edgerton compressor station beyond its pres- 
ent terminus in Paulding county, to a point 
approximately 13 miles north of the Maumee 
river in Defiance county. 

(4) Other appurtenant facilities, including 
changes in valves and piping at Hansford, 
Texas, compressor station, $90,000; Liberal, 
Kansas, compressor station, $150,000; Tus- 
cola, Illinois, compressor station, $125,000; 
Montezuma, Indiana, compressor _ station, 
$150,000; installation of additional cooling 
coils at Zionsville, Indiana, compressor sta- 
tion, $13,000; changes in valves on the main 
transmission line between Hansford and Lib- 
eral compressor stations, $30,000, and changes 
in valves on main line No. 200, $455,000, re- 
quired in connection with the proposed in- 
crease in operating pressure on Applicant’s 
line No. 200 from 500 pounds to 600 pounds 
per square inch. 

8The State Corporation Commission of 
Kansas, the National Coal Association, and 
the United Mine Workers of America were 
granted intervention and participated at the 
hearing. The city of Detroit, Michigan, 
through its counsel, also participated at the 
hearing. However, no evidence was offered 
by such interveners or participant. 
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Jurisdiction 

Applicant produces and purchases 
natural gas in the Texas Panhandle 
field and in the Hugoton field in 
Texas, Oklahoma, and Kansas, trans- 
ports such gas through its pipe-line 
system extending from Moore county, 
Texas, through Oklahoma, Kansas, 
Missouri, Illinois, Indiana, Ohio, 
and Michigan, and sells such gas for 
resale for ultimate public consumption 
in those states. Applicant concedes, 
and the record shows, that it is a 
“natural-gas company” within the 
purview of the Natural Gas Act, and 
that the proposed facilities are subject 
to the requirements of § 7(c) of the 
act, as amended. 


Proposed Service 


Applicant proposes to utilize the 
increased capacity principally to sup- 
ply natural gas to The Ohio Fuel Gas 
Company (hereinafter called “Ohio 
Fuel”) at two existing pipe-line inter- 
connections, one near Maumee, Ohio,* 
the other at the Ohio-Indiana state 
line near Muncie, Indiana, under a 
contract dated February 9, 1945, call- 
ing for deliveries to Ohio Fuel of 25,- 
000,000 cubic feet of gas daily for 
twenty years, and an additional 25,- 
000,000 cubic feet daily for a period 
not to exceed five years.’ Deliveries 


have heretofore been made by Appli- 
cant to Ohio Fuel at these intercon- 
nections from time to time commend- 
ing in 1942, pursuant to a number of 
interim directives of the War Produc- 
tion Board. 

Ohio Fuel, an operating subsidiary 
of Columbia Gas & Electric Corpora- 
tion, serves natural gas through a net- 
work of lines in Ohio to some 400,- 
000 consumers in 354 communities in 
that state, including Columbus, To- 
ledo, Springfield, and Mansfield, Ohio, 
It also supplies the natural gas re- 
quirements of The Dayton Power & 
Light Company, which serves Day- 
ton and other communities in Ohio, 
and a portion of the requirements of 
The Cincinnati Gas and Electric Com- 
pany which serves Cincinnati and en- 
virons. Ohio Fuel produces natural 


gas from its wells in Ohio and pur- 


chases gas from local producers in 
that state. It also secures substantial 
volumes of gas through existing pipe- 
line interconnections from affiliated 
companies in the Columbia system, 
which produce and purchase such gas 
in Kentucky and West Virginia. 
Since the completion last fall of the 
transmission line of Tennessee Gas 
and Transmission Company extend- 
ing from the Stratton-Agua Dulce 
field in Texas to Kenova and Corn- 
well, West Virginia,’ approximately 





4 Recognizing the necessity for augmenting 
the Appalachian gas supplies, we issued, on 
October 2, 1942, a certificate of public con- 
venience and necessity to Panhandle Eastern 
authorizing it to construct and operate the 
“Maumee interconnection” consisting of a 16- 
inch natural-gas pipe line extending some 
88,700 feet from a point on its main 22-inch 
line near the Ohio-Michigan state line in 
Lucas county, Ohio, and connecting with a 
16-inch line of Ohio Fuel at a point im- 
mediately west of the village of Maumee, 
Ohio. In Re The Ohio Fuel Gas Co. and 
Panhandle Eastern Pipe Line Co. (1942) 
Docket Nos. G—408, G-410, 3 Fed PC 301, 
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46 PUR(NS) 165. Also see orders entered 
January 13, 1943, and November 30, 1943, 
modifying such certificate. 

5 The contract provides for cancellation of 
the deliveries of the additional 25,000,000 
cubic feet by either party, upon ninety days 
notice, after the War Production Board or 
its successor shall (1) cease to exercise wat 
emergency jurisdiction over the parties in 
connection with dispatching of natural gas or, 
(2) advise the parties t control of the 
dispatching of natural gas from Panhandle’s 
system is no longer necessary to the further- 
ance of the war effort. 

€The construction and operation of the 
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200,000,000 cubic feet of gas per day 
has been delivered through such line 
into the Appalachian area, of which 
some 100,000,000 cubic feet per day 
has been supplied through United 
Fuel Gas Company to other subsidi- 
aries in the Columbia system, includ- 
ing Ohio Fuel. It is apparent that on 
the extent Ohio Fuel’s requirements 
are met by Panhandle Eastern, gas 
now obtained from other sources will 
be available to alleviate deficiencies 
elsewhere in the Appalachian area. 
Therefore, the application involves 
not only the natural-gas supplies and 
requirements of Ohio Fuel, but in its 
broader aspect, those of the entire Ap- 
palachian territory. 


Public Convenience and Necessity 


[1] Careful consideration of the 
record leads to the conclusion that 
the public convenience and necessity 
require the construction and opera- 
tion of the proposed facilities. It is 
clear from the evidence that the nat- 
ural-gas supplies presently available 
to the Appalachian area are inad- 
equate for the proper maintenance of 
essential domestic, commercial, and 
industrial service and should be aug- 
mented by the additional volumes of 
gas proposed to be furnished by Ap- 
plicant. 

During the past winter, the Appa- 
lachian area experienced a serious 
natural-gas shortage, necessitating 
frequent curtailments and interrup- 
tions in service to industries engaged 
in vital war production. Service to 
domestic and commercial consumers 
was seriously threatened, and in some 
instances even completely disrupted. 


The situation was particularly acute 
in the territory served by Ohio Fuel 
where several communities in western 
Ohio were entirely without gas for 
short periods, and the continuance of 
gas service to large cities such as Day- 
ton, Toledo, Columbus, and Cincin- 
nati, Ohio, was for a time in jeop- 
ardy. In fact, the governor of Ohio, 
on February 1, 1945, ordered state 
offices closed for three days beginning 
February 3rd, and requested all ‘may- 
ors and officials of other political 
subdivisions to take similar action, 
while on the latter date he urged that 
public offices, business establishments, 
schools, libraries, and art museums be 
closed at least one day per week to 
conserve fuel. 

During the month of December, 
1944, the curtailment on the Ohio 
Fuel system alone amounted to 242,- 
000,000 cubic feet, and during the 
month of January the curtailment on 
that system reached 989,000,000 cubic 
feet. On the peak day of February 2, 
1945, the Columbia system effected 
curtailments of natural-gas service to 
its customers totaling 188,000,000 
cubic feet, notwithstanding the fact 
that approximately 80,000,000 cubic 
feet was withdrawn from storage on 
that day and some 43,000,000 cubic 
feet was received from Panhandle 
Eastern and other systems through 
the issuance of emergency directives 
of the War Production Board. Dur- 
ing the period from January Ist 
through February 18, 1945, the aver- 
age curtailment on the Columbia sys- 
tem in the Appalachian area was in 
excess of 98,000,000 cubic feet * per 
day notwithstanding the receipt of 





Tennessee line were authorized by our ot 
ion and order entered September 24, 1943, 


in Re Tennessee Gas & Transmission Co. 
Docket No. G-230, 3 Fed PC 574. 
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average daily deliveries of approxi- 
mately 10,000,000 cubic feet per day 
from Panhandle Eastern and other 
pipe-line systems during such period 
under WPB directives. 

It is true that the substantial de- 
liveries into the Appalachian area of 
additional gas through the new line 
of Tennessee Gas and Transmis- 
sion Company from the Stratton- 
Agua Dulce field in Texas, which 
commenced last fall, will materially 
assist in meeting the demands of the 
1945-1946 winter through replenish- 
ing the underground storage facilities 
throughout the coming summer. 
However, the evidence clearly indi- 
cates that it will be necessary to aug- 
ment further the supplies in the Ap- 
palachian region in order to assure 
the maintenance of adequate service. 
The heavy wartime demands upon the 
wells and reserves in the Appalachian 


area, coupled with the steady decline 
of rock pressures in the gas fields in 
that area, have materially reduced de- 


liverability. Moreover, the sharp de- 
cline in production from the once 
prolific Oriskany sand in West Vir- 
ginia renders it increasingly difficult 
to supply peak-day demands.’ 

In the year 1942, natural gas pro- 
duction within the Appalachian area 
was sufficient to supply the gas re- 
quirements of that area without seri- 
ous curtailment of service to consum- 


ers. Since that year, however, nat- 
ural gas production in the area has 
declined substantially, particularly ir 
the Oriskany sand area of Kanawha 
and Jackson counties, West Virginia, 
and at the same time the demand for 
natural gas in the area has increased 
due to the war. This has created a 
need for additional natural-gas sup- 
plies to be brought into the Appala- 
chian area from other producing areas, 

The record in this proceeding 
shows the effect of this decline in pro- 
duction and increase in demand upon 
the needs of Columbia Gas & Electric 
Corporation, whose subsidiaries con- 
stitute the largest natural gas system 
in the Appalachian area. In 1942, 
Columbia’s sales, both wholesale and 
retail, were 168,000,000,000 cubic 
feet,® while in 1946 (the first full 
year of operation of Panhandle East- 
ern’s proposed facilities) sales are es- 
timated by Columbia at 177,000,000,- 
000 cubic feet,? which is 9,000,000,- 
000 cubic feet, or 5 per cent, more 
than in 1942. In 1942, the Columbia 
system produced and purchased 52,- 
000,000,000 cubic feet of natural gas 
from Oriskany wells in Jackson and 
Kanawha counties, West Virginia, 
but by 1946, according to the testi- 
mony of witnesses for the Applicant, 
this once prolific producing area will 
be practically exhausted and Colum- 
bia will receive only 2,000,000,000 





7For example, the deliverability of the 
Oriskany wells in West Virginia available 
to the Columbia system declined from 
180,000,000 cubic feet per day in 1942 to 
24,000,000 cubic feet per day in 1944. Colum- 
bia estimates that such deliverability will de- 
cline to 6,000,000 cubic feet per day in 1946. 

8 Columbia system’s sales of 168,000,000,000 
cubic feet in 1942 represent 40 per cent of 
the total sales to consumers in that year as 
reported by the United States Bureau of 
Mines for states comprising the Appalachian 
area. 


59 PUR(NS) 42 


®This estimate assumes that the German 
phase of the war will be over by the end of 
1945, and that industrial consumption of nat- 
ural gas in 1946 will be 12,000,000,000 cubic 
feet less than in 1945 due to reduced war pro- 
duction. Should industrial production and in- 
dustrial consumption of natural gas in 1946 
be maintained at the 1945 level, estimated total 
sales in 1946 would be 189,000,000,000 cubic 
feet, which is 21,000,000,000 cubic feet or 13 
per cent more than in 1942. 
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cubic feet from such wells. This 
represents a decline of 50,000,000,000 
cubic feet in annual gas supply. Like- 
wise, between 1942 and 1946, a de- 
cline of 2,000,000,000 cubic feet in the 
annual volume of gas produced and 
purchased by the Columbia system 
from several thousand shallow sand 
wells in the Appalachian area is an- 
ticipated. This reduction in shallow 
well production is anticipated due to 
the decline in deliverability of such 
wells despite their operation during a 
greater percentage of the year than 
had previously been the practice, and 
notwithstanding the conduct of what 
was characterized by a Columbia wit- 
ness as an “all-out drilling program to 
drill as many wells as the man-power 
and material situation permitted.” 

Thus, merely to offset the decline in 
local production and to restore the 
Columbia system’s annual gas supply 
in 1946 to the same level as in 1942 
will, according to estimate submitted 
in this record, require the receipt by 
Columbia of approximately 52,000,- 
000,000 cubic feet of gas from other 
sources in 1946. It would, therefore, 
appear that the additional supplies of 
natural gas available to the Columbia 
system through the facilities of the 
Tennessee Gas and Transmission 
Company, heretofore authorized, plus 
the amount here under consideration, 
will be no greater than the amount 
required to offset the decline in pro- 
duction within the Appalachian area 
available to Columbia. 

Additionally, it is noted that the 
governor of Ohio, by letter to this 
Commission dated February 13, 
1945, read into the record in this pro- 
ceeding, has urged “prompt consid- 
eration and approval” of the applica- 


43 


tion. A member of the Public Utili- 
ties Commission of that state testified 
in support of such application. And, 
the War Production Board has ad- 
vised that the proposed facilities are 
“an important part of the program to 
increase supplies all too evidently re- 
quired to maintain war production in 
the Appalachian area next winter,” 
and are “urgently needed to support 
war production and essential civilian 
activities.” 
Financing 

Applicant proposes to finance the 
cost of constructing the proposed fa- 
cilities, drilling additional wells and 
installing additional field facilities by 
an issue of $10,000,000 principal 
amount of first mortgage and first lien 
2? per cent bonds, series D, to be is- 
sued under and secured by its out- 
standing mortgage and deed of trust 
of November 1, 1940. Applicant pre- 
sented in evidence a firm commitment 
under which five insurance companies 
have agreed to purchase the entire 
issue. 


Gas Supply 


It appears from the evidence that 
the gas reserves available to Applicant 
under lease and gas purchase con- 
tracts are adequate for the proper 
maintenance of both the existing and 


proposed service. Applicant sub- 
mitted in evidence an estimate show- 
ing that its recoverable gas reserves 
under leases and subject to gas-pur- 
chase contracts totaled in excess of 
4,208,000,000 thousand cubic feet, 
of which approximately 3,032,000,000 
thousand cubic feet are in the Hugo- 
ton field and 1,176,000,000 thousand 
cubic feet are in the Texas Panhandle 
field. At the expected annual rate of 
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withdrawal of 133,000,000 thousand 
cubic feet, which includes the proposed 
additional deliveries, such reserves 
would last more than thirty years. 


Position of Interveners 


[2] Intervener, the State Corpora- 
tion Commission of Kansas, desiring 
that the natural-gas reserves of that 
state be conserved for utilization in 
the mid-continent area, does not op- 
pose the construction and operation of 
the proposed facilities in so far as the 
same may be found necessary for the 
prosecution of the nation’s war effort. 
It urges, however, that the certificate 
should be so conditioned as to permit 
further inquiry respecting the use to 
be made of such facilities after the 
war emergency has passed. The 


National Coal Association and United 
Mine Workers of America oppose the 
application and further contend, in 


the alternative, that the certificate, if 
granted, should be issued only on a 
temporary wartime basis.” 

The evidence clearly establishes that 
the proposed facilities are urgently re- 
quired to maintain essential war pro- 
duction and to meet civilian needs 
during this emergency. Furthermore, 
the agreement between Applicant and 
The Ohio Fuel Gas Company pro- 
vides that one-half of the 50,000,000 
cubic feet shall be delivered to Ohio 
Fuel daily during a period of twenty 


years, but that the other one-half may 
be terminated by either party after the 
war emergency. Panhandle Eastern 
has not presented any specific plan for 
the disposition of the second 25,000,- 
000 cubic feet in the event of termina- 
tion, but the evidence indicates the 
company’s intention to utilize such gas 
for the purpose of expanding its in- 
dustrial and other markets at such 
time." In the circumstances, we be- 
lieve the public convenience and neces- 
sity require that some reasonable de- 
gree of control over the future use of 
the proposed facilities be retained by 
this Commission. Accordingly, we 
shall attach to the issuance of the cer- 
tificate in this proceeding the condi- 
tions that (1) the facilities herein au- 
thorized shall not be used for either 
the transportation or sale of natural 
gas, subject to the jurisdiction of this 
Commission, to any new customers of 
Applicant without specific authoriza- 
tion first obtained from this Commis- 
sion, and (2) Applicant shall not 
abandon or terminate any service ren- 
dered by means of such facilities to 
The Ohio Fuel Gas Company without 
first obtaining the approval of the 
Commission in accordance with the 
requirements of the Natural Gas Act, 
notwithstanding any provisions for 
termination of deliveries contained in 
the contract between Applicant and 
The Ohio Fuel Gas Company, dated 





10 Counsel for the city of Detroit, Michigan, 
advised by letter after the close of the hear- 
ing that he “withdraws any opposition” to 
the application in this proceeding. 

11]t is also noted that Applicant has filed 
with the Commission, in Docket Nos. G-612 
and G-619, applications under the Natural 
Gas Act for authority to export substantial 
quantities of natural gas to Canada and to 
construct and operate certain facilities for 
such purpose. Protests have been filed in 
such proceedings by the Chairman of the 
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Railroad Commission of Texas, and by Pub- 
lic Service Company of Indiana, a customer 
of Applicant. Moreover, applications to in- 
tervene in such proceedings have been filed 
by, and granted to, the State Corporation 
Cnataiaden of Kansas, the Public Service 
Commission of Indiana, the public counsellor 
of Indiana, and the Pennsylvania Public Util- 
ity Commission. The Michigan Public Serv- 
ice Commission and the city of Cleveland, 
Ohio, have also indicated their interest im 
this matter. 
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February 9, 1945. These condi- 
tions shall not be construed as reliev- 
ing Applicant from the necessity of 
complying with any order, rule, reg- 
ylation, or other requirement of the 
War Production Board. 


Conclusion 


Upon consideration of the entire 
record before us, we conclude that the 
public convenience and necessity re- 
quire the construction and operation 
of the proposed facilities described in 
the application, as amended; and that 
Applicant is able and willing properly 
to do the acts and to perform the serv- 
ice proposed and to conform to the 
provisions of the Natural Gas Act and 
the requirements, rules, and regula- 
tions of the Commission thereunder. 

In the circumstances, we conclude 
that an appropriate order should be 
adopted, issuing a’ certificate of pub- 
lic convenience and necessity to Ap- 
plicant in accordance with this opinion. 


SmitH, Commissioner, concurring: 
It would be desirable, if the circum- 
stances permitted, to defer definitive 
action on the instant application. until 
the Commission might have before it 
on the record all the pertinent facts re- 
lating to the other pending applica- 
tions designed to provide major addi- 
tions to the gas supply of the area in- 
volved herein. In this manner it 
would be possible for the Commission 
to consider fully the supplementary or 
competitive aspects of various pro- 
posals to replenish or augment the gas 
supply of the region, to the end that 
the requirements of the public interest 


might be met in the most comprehen- 
sive and effective way possible. 

It is unfortunate that such a course 
cannot be followed at this time; that 
this is not feasible is attributable di- 
rectly to the exigencies of the wartime 
situation. It has been shown upon 
this record that there exists in the area 
to be served an urgent need for addi- 
tional gas, much of which is wanted 
for use in war industries. The War 
Production Board is concerned_over 
the situation and deems it essential 
that the pipe-line capacity into the Ap- 
palachian area be increased before the 
beginning of next winter. The War 
Production Board has granted the 
priorities necessary for the construc- 
tion of this project and certain others 
(Re Tennessee Gas & Transmission 
Co. Docket No. G-621, and Re United 
Gas-Pipe Line Co. Docket No. G- 
622), so that Applicant’s project, if 
authorized and constructed promptly, 
can be in operation soon enough to 
afford substantial protection against 
the threatened shortage during the 
winter of 1945-1946. The War Pro- 
duction Board, however, has advised 
us that, in view of the acute shortage 
of steel in the second quarter of 1945, 
it does not contemplate immediate ac- 
tion on applications for priorities cov- 
ering the construction of other lines, 
for which certificates from this Com- 
mission have been applied for (Re 
American Light & Traction Co. 
Docket No. G—624, and Re Metro- 
politan Eastern Corp. Docket No. G- 
625), involving construction of such 
dimensions that it is improbable that 
they could be completed in time to 





Section 7(e) provides that the Commis- 
sion shall have the power “to attach to the 
issuance of the certificate and to the exercise 
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of the rights granted thereunder such rea- 
sonable terms and conditions as the public 
convenience and necessity may require.” 
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supply additional gas in the Appa- 
lachian area by next winter. 
Under these circumstances, there- 


fore, it is apparent that the only prac- 
tical method of dealing with the prob- 


lem is to grant without delay the ap- 
propriately conditioned certificate au- 
thorized herein. 


Commissioner, concur- 
I join in the above expression. 


DRAPER, 
ring: 


ORDER 


Upon consideration of the entire 
record herein, the Commission having 
this day adopted its Opinion No. 121, 
which is hereby referred to and made 
a part hereof by reference; 

The Commission finds that: 

(1) Panhandle Eastern Pipe Line 
Company (Applicant) is engaged in 
the transportation of natural gas in 
interstate commerce and in the sale in 
interstate commerce of natural gas for 
resale for ultimate public consump- 
tion, and is, therefore, a “natural-gas 
company” within the meaning of the 
Natural Gas Act. 

(2) The proposed facilities will be 
used for the transportation and sale 
of natural gas, subject to the jurisdic- 
tion of the Commission, and the pro- 
posed construction and _ operation 
thereof are subject to the requirements 
of subsections (c) and (e) of § 7 of 
the Natural Gas Act, as amended. 

(3) Applicant is able and willing 
properly to do the acts and perform 
the service proposed and to conform 
to the provisions of the Natural Gas 
Act, as amended, and the require- 
ments, rules and regulations of the 
Commission thereunder. 

(4) The public convenience and 
necessity require the construction 
and operation of the proposed facilities 
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described in the application, as amend. 
ed, and a certificate therefor should be 
issued as hereinafter ordered and con- 
ditioned. 

The Commission orders that: 

(A) A certificate of public conven. 
ience and necessity be and it is hereby 
issued authorizing the construction 
and operation by Applicant of the pro- 
posed facilities referred to in Opinion 
No. 121, and more fully described in 
the application, as amended in this 
proceeding, for the transportation and 
sale of natural gas therein set forth, 
subject to the jurisdiction of the Com- 
mission, upon the terms and condi- 
tions of this order. 

(B) This certificate is granted up- 
on the express conditions that (1) the 
facilities herein authorized shall not 
be used for either the transportation 
or sale of natural gas, subject to the 
jurisdiction of this Commission, to 
any new customers of Applicant except 
upon specific authorization first ob- 
tained from this Commission, and (2) 
Applicant shall not abandon or termi- 
nate any service rendered by means of 
such facilities to The Ohio Fuel Gas 
Company without first obtaining the 
approval of the Commission in accord- 
ance with the requirements of the 
Natural Gas Act, notwithstanding any 
provisions for termination of deliver- 
ies contained in the contract between 
Applicant and The Ohio Fuel Gas 
Company, dated February 9, 1945. 

(C) Applicant shall promptly re- 
port to the Commission in writting, 
under oath, the dates of completion 
and commencement of operation of 
such facilities. 

(D) This certificate shall not be 
transferable and is without prejudice 
to the authority of this Commission 
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or any other regulatory body with 
respect to rates, contracts, service, ac- 
counts, valuation, estimate or deter- 
mination of cost, or any other mat- 
ters whatsoever now pending or which 
may come before this Commission or 
other regulatory body, and nothing 
herein shall be construed as an acqui- 
escence by this Commission in any 
estimate or determination of cost or 
any valuation of property claimed or 
asserted. 

(E) Nothing herein is to be con- 
strued as affecting in any manner the 
determination of the service area of 
Applicant under § 7(f) of the Natural 
Gas Act, as amended. 

(F) Nothing contained in this or- 
der shall be construed as in any man- 
ner changing or affecting the Com- 
mission’s opinion and accompanying 
order reducing rates, entered Septem- 
ber 23, 1942, in Docket Nos. G—200 
and G-207, Re Panhandle Eastern 


Pipe Line Co. and Detroit v. Pan- 
handle Eastern Pipe Line Co. 3 Fed 
PC 273, 292, 45 PUR(NS) 203, or 
in any manner relieving Applicant 
from filing new rate schedules reflect- 
ing the reduction in rates in conform- 
ity therewith. 

(G) This certificate shall be effec- 
tive as long as Applicant continues the 
operations hereby authorized in ac- 
cordance with the provisions of the 
Natural Gas Act, as amended, and 
any pertinent rules, regulations, or 
orders heretofore or hereafter issued 
by the Commission. 

(H) Nothing contained herein 
shall be construed as relieving Appli- 
cant from the necessity of complying 
with any order, rule, regulation, or 
other requirement of the War Produc- 
tion Board. 

(1) Appropriate evidence of the is- 
suance of this certificate shall be fur- 
nished to Applicant. 





SECURITIES AND EXCHANGE COMMISSION 


Re North American Company 


File No. 70-1071, Release No. 5796 
May 15, 1945 


| pagans ve and applications of holding company relating 
to acquisition of stock of subsidiary and redemption of pre- 
ferred stock; approval granted subject to conditions. 


Consolidation, merger, and sale, § 24.1 — Securities of subsidiary — Holding com- 


pany integration. 


1. A holding company, ordered to divest itself of its interests in a subsidi- 
ary public utility company, was permitted, as a step toward compliance with 
the order, to sell at competitive bidding part of its investment in the sub- 
sidiary, subject to conditions that the price and terms and conditions of 
sale to be determined by competitive bidding should be found to satisfy 
the standards of § 12(d) of the Holding Company Act, 15 USCA § 791(d),. 


p. 53. 


47 
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Security issues, § 5 — Redemption of preferred stock — Holding company. 
2. A holding company, permitted to sell a part of its common stock ip. 
vestment in a subsidiary utility company which was to be divested unde 
order of the Securities and Exchange Commission, was authorized to re. 
deem one series of its preferred stock in accordance with the redemption 
provisions thereof, by using a part of the proceeds of such sale of stock 
where this would not impair the financial integrity of the holding company 
or its subsidiaries, p. 54. : 


Consolidation, merger, and sale, § 42 — Stock acquisition — Stabilization of 
market. 

3. A holding company, directed to dispose of its interest in securities of 
a subsidiary and permitted to sell a large block of common stock of th 
subsidiary at competitive bidding, was authorized to acquire shares of such 
stock on stock exchanges for the purpose of stabilizing the market pric 
during a limited period of time on the day of the opening of bids, subject 
to conditions with respect to disclosure and future divestment, p. 55. 


Accounting, § 36 — Sale of subsidiary stock. 

4. A holding company, permitted to sell common stock holdings in a sub- 
sidiary utility company, was permitted to credit to Earned Surplus account 
any excess of net proceeds over and above the book amount at which it 
carried the stock, it appearing that because of the tax relief which was 
believed to be available under §§ 371 and 1808 of the Internal Revenue 
Code, 26 USCA §§ 371, 1808, no taxable gain on the sale of the stock 
would be realized and no reserve for taxes required, p. 55. 


Accounting, § 30 — Stock redemption premium. 


5. A holding company redeeming a class of preferred stock was permitted 
to charge to earned surplus the amount of redemption premium payable, 


p. 55 


Intercorporate relations, § 19.8 — Holding company simplification — Statement 
under tax law. 
6. An order permitting the sale of stock of a subsidiary of a holding com- 
pany, which had been ordered to divest itself of its interest in the sub- 
sidiary, and permitting redemption of preferred stock should be granted 
its request for a statement under the Internal Revenue Code in the Com- 
mission’s order that the sale and redemption are necessary or appropriate to 
effectuate the provisions of § 11(b) of the act, 15 USCA § 79k(b), where 
these transactions appear to be an appropriate step in carrying out the 
divestment order, p. 56. 


(Heaty, Commissioner, dissents in part.) 


¥ 


~ 


APPEARANCES: Houston H. Was- ward V. Ahern, for the Public Util- 
son, of Sullivan and Cromwell, of ities Division of the Commission. 
New York city, for The North Ameri- 
can Company; H. F. Reindel of Ca- By the Commission: 
hill, Gordon, Zachry & Reindel, of Introduction 
New York city, for the prospective The North American Company 
purchaser; Robert F. Krause and Ed- (North American), a registered 
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holding company, has filed with 
the Commission an _ application 
and declaration and amendments 
thereto pursuant to the Public 
Utility Holding Company Act of 1935 
and to the applicable rules and regula- 
tions promulgated thereunder. The 
application and declaration, as amend- 
ed, relate to the proposed sale by 
North American of part of its holdings 
of common stock of Pacific Gas and 
Electric Company (Pacific), a sub- 
sidiary of North American, and the 
application of the net proceeds thereof 
together with treasury funds to the re- 
demption of North American’s out- 
standing serial preferred stock, 6 per 
cent series. North American also pro- 
poses to modify its loan agreement 
dated August 3, 1943, with The Chase 
National Bank of the city of New 
York and certairi other banks. At 
the present time, North American 
owns 1,420,505 shares of common 
stock of Pacific, constituting 11.99 per 
cent of the total voting power of Pacif- 
ic’s voting stock. The Commission 
by its order of April 14, 1942, pursu- 
ant to § 11(b) of the act, 15 USCA 
§ 79k(b) directed North American 
to dispose of its interest in Pacific.* 
After appropriate notice, a public 
hearing was held and the Commission 


having examined the record makes the 
following findings : 


Proposed Transactions 


North American proposes to invite 
sealed written proposals, in accord- 
ance with the provisions of Rule U- 
50, for the purchase of 700,000 shares 
of its present holdings of 1,420,505 
shares of common stock of Pacific.* 
It is contemplated that the proposals 
for the purchase of the stock will be 
opened at 3 p.m. on Tuesday, May 22, 
1945. If North American accepts any 
proposal, it will immediately enter in- 
to an agreement with the successful 
bidder for the sale of the stock, sub- 
ject to our approval pursuant to § 12 
(d) of the act, 15 USCA § 79/(d), 
as it applies to the price and terms of 
the sale, the maintenance of competi- 
tive conditions and other matters. 

The net proceeds from the proposed 
sale of the common stock of Pacific 
will be applied by North American to 
the redemption of its 606,359 out- 
standing shares of serial preferred 
stock, 6 per cent series, at the redemp- 
tion price of $55 per share or an ag- 
gregate price of $33,349,745, plus ac- 
crued dividends. The remaining 
funds required for the redemption will 
be provided by the sale of U. S. Gov- 
ernment securities and treasury cash. 





_1Re The North American Co. and its sub- 
sidiary companies (1942) Holding Company 
Act Release No. 3405, 43 PUR(NS) 257. 
The North American Company petitioned 
for review of that portion of this order which 
directed action on its part, and the United 
States circuit court of appeals for the second 
circuit affirmed the Commission (1943) 47 
PUR(NS) 6, 133 F(2d) 148. On March 1, 
1943, the Supreme Court granted a writ of 
certiorari, solely on the constitutional issues 
presented, and the matter is now pending be- 
fore that court on the reserve calendar for 
lack of a quorum. 

*North American first acquired common 
stock of Pacific in 1930 through a purchase 


[4] 
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of such shares from Western Power Cor- 
poration. Subsequent acquisitions from that 
company, purchases for cash and acquisition 
of additional stock upon original subscription 
brought North American’s holdings of Pacific 
common stock to a maximum of 2,002,770 
shares at the end of 1936. Since July, 1943, 
North American has distributed a portion of 
these shares as quarterly dividends on its 
common stock. As of March 31, 1945 North 
American held 1,420,505 shares of Pacific 
common stock and has filed an application 
(File No. 70-1076) contemplating a further 
distribution of approximately 75, shares as 
a dividend on July 2, 1945. 


59 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


In connection with the foregoing 
transactions, North American pro- 
poses to modify its loan agreement, 
dated August 3, 1943, with The 
Chase National Bank of the city of 
New York and certain other banks 
under which bank loan notes in the 
principal amount of $25,337,425 were 
outstanding as of March 31, 1945. 
The notes are secured by the pledge 
of certain of the portfolio securities of 
North American, including shares of 
Pacific common stock. The proposed 
modification will be effected by a sup- 
plemental agreement under which the 
holders of the bank loan notes consent 
to the redemption of the preferred 
stock from the proceeds of the sale of 
Pacific stock and agree to a reduction 
of the amount of Pacific stock pledged 
as collateral under the loan agreement. 
In the event that the pledged secu- 
rities are transferred to regional hold- 
ing companies, as contemplated in a 
pending plan filed by North Ameri- 
can under § 11(e) of the act,® provi- 
sion is made in the loan agreement 
for the assumption by each of four 
proposed regional holding companies 
of specified portions of the bank loan 
notes. The proposed modification 
will alter the portions of the total in- 
debtedness which may be assumed by 
each regional holding company; new 
notes giving effect to these revisions 
will be exchanged for those now held 
by the banks. 

In connection with the proposed 


sale of Pacific common stock, North 
American also requests authority to 
acquire an indeterminate number of 
shares of such stock for the purpose 
of stabilizing the market price thereof 
on the New York Stock Exchange 
and the San Francisco, Los Angeles, 
and Philadelphia Stock Exchanges on 
the day fixed by North American for 
the opening of proposals for the pur- 
chase of the Pacific stock. The period 
in which stabilizing operations could 
be undertaken would extend from 
10 a.m. of the day on which proposals 
are opened to the time of the opening 
of the proposals later in that day.* 


Pacific Gas and Electric Company 


Pacific operates in 46 counties in 
northern and central California, serv- 
ing, among others, the cities of San 
Francisco, Oakland, Sacramento, 
Berkeley, San Jose, and Fresno. 
Electricity is served in some 376 com- 
munities, gas (of which 99 per cent 
is natural gas) in 187 communities, 
water in 16 communities and steam in 
2 communities. Pacific produces the 
bulk of its power in hydroelectric sta- 
tions which are supplemented by pro- 
duction in steam stations and pur- 
chases from other companies, princi- 
pally Southern California Edison 
Company and The California Oregon 
Power Company. Natural gas is pur- 
chased with minor exceptions from in- 
dependent producing companies. In 
1944 revenues from electric sales con- 
stituted 70.9 per cent of gross operat- 





8See notice of filing and order for hear- 
ing with respect to the plan, Holding Com- 
pany Act Release No. 4486, Aug. 11, 1943. 
Although hearings have been held on the plan, 
no determination has been made of the issues 
presented by the plan. 

# Authorization for the stabilization of the 
price of a security in connection with a pro- 
posed public offering is ordinarily not re- 
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quired, apart from the Holding Company Act. 
In the pending case, however, North Ameri- 
can must receive our authorization to pur- 
chase Pacific stock because, as a registered 
holding company, it cannot acquire any shares 
of any public utility company except upon 
application and approval as provided in §§ 9 
and 10 of the Holding Company Act, 15 US 
CA §§ 79i, 79}. 
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ing revenues and gas sales 28.5 per 


cent. 
A condensed consolidated balance 


sheet per books of Pacific and its sub- 
sidiary companies at December 31, 
1944, appears below: 


TABLE I 
Assets 
Property Plant and Equipment.. $833,411,800 
arr ong = F Ng era 5,327,385 
Sinking Funds an pecial De- 
posits 2,988,507 
Cash and Government Securities 20, S64, 371 
Other Current Assets 17,68 1,905 
Deferred Charges 14,408,594 
Total Assets $894,382,562 
Liabilities 
Funded Debt: 

San Joaquin Light and Power 
Corporation 6’s of 19525 
(Assumed ) 

Pacific Gas and Electric Com- 


$8,194,500 


pany 
First and Refunding 


84,193,000 
2,487,000 
49,927,000 


Total Funded Debt .... $299,758,500 
Preferred Stock 8 
6% Cumulative First Preferred 
($25 Par) 
53% Cumulative First 
ferred ($25 Par) 
5% Cumulative First Preferred 


$105,291,550 


10,000,000 
$144,620,625 


Net Premium on Capital Stock 

Minority interest in subsidiary 
company 

Current Liabilities 

Reserve for Depreciation and 
Amortization 

Other reserves ..... phesbunneen 


$460,150 


16,160 
42,507,428 


11,875,151 


Common Stock and Surplus 
Common Stock ($25 
Value—6,261,357 shares) . 
Earned Surplus 
Capital Surplus 


Par 
. $156,533,925 
55,484,389 


Total Common 


and Surplus $212,624,715 


$894,382,562 

The reserve for depreciation and 
amortization of Pacific and its sub- 
sidiary companies in the amount of 
$182,519,833 is equal to 21.9 per 
cent of gross property account per 
books. During the 5-year period 
1940 through 1944, inclusive, the 
average maintenance expense and pro- 
vision for depreciation and amortiza- 
tion amounted to 17.6 per cent of 
gross operating revenues. 

The following tabulation contains 
condensed consolidated income state- 
ments of Pacific and its subsidiaries as 
reported by Pacific for the last five 
years: 


Total Liabilities 


TABLE II 


Gross Operating Revenues 


1940 
$109,980 $115,354 


1944 
$151,773 


1942 1943 
(000 Omitted) 
$126,782 $138,593 


1941 





Operating Expenses : 
Maintenance and Depreciation 
All Other Expenses (excluding Federal 
Income and Excess Profits Taxes) .. 
Federal Income Taxes 
Excess Profits Taxes 


$20,176 
45,603 


$24,516 


58,663 
10,362 10,799 
4,489 11,846 


$25,941 


61,501 
17,467 
12,682 


$21,264 


49,048 
8.901 
1,891 


$22,822 
55,805 





Total Operating Expenses 


$73,850 


$81,104 $93,478 $105,824 $117,591 








5 These bonds are noncallable. 

® These bonds have been called for redemp- 
tion on June 1, 1945. Funds for such re- 
demption were obtained in part by the issue 
and sale on March 29, 1945, of $80,000,000 
of 3 per cent bonds due 1977 at a price to the 


company of 106.879 per cent of the principal 
amount. : 

7 These bonds were called for redemption 
on January 1, 1945. 

2 These preferred stocks are not redeem- 
able. 
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TABLE a 


Net Operating Revenues 
Other Income 


1941 1942 1943 
$32,769 


389 





Gross Income 
Income Deductions (net) 


$34,473 $33,637 
12,009 11,369 


$33,158 
10,811 





Net Income 
Preferred Stock Dividend 
Requirements 


$22,347 
8.411 


$22,464 $22,268 
7,973 8,401 





Balance Applicable to Common Stock .... 
Dividends Paid on Common Stock 


$16,762 
12,5 


$14,491 $13,867 
12,523 12,523 


$13,936 
12,523 





Balance to Surplus 


$1,968 $1,344 $1,413 





Earned Per Share of Common Stock .... 

Dividends Paid Per Share of Common Stock 

Per cent of Gross Income Applicable to 
Common Stock 


During the same 5-year period, 
1940 through 1944, the high and low 
sales prices of the common stock of 
Pacific on the New York Stock Ex- 
change were as follows: 


1940 1941 1942 


-- 3444 «6-285 0S 244 SRS 
on Ft Et ot @® 


During 1945 up to and including 
May 14, 1945, the stock has ranged 
from a low of 344 to a high of 388, 


1943 1944 


High .. 
Low 


$2.23 
2.00 2.00 
46.1% 42.0% 41.2% 42.0% 39.5% 
with the closing sale on May 14, 1945, 
being 388. 
Effect of Proposed Transactions on 
North Americas 

The effect of the proposed sale of 
the Pacific common stock and the re- 
demption at $55 per share of North 
American’s 6 per cent preferred stock 
is shown in the following corporate 
balance sheet of North American as of 
March 31, 1945: 


$2.30 $2.21 $2.18 
2.00 2.06 


TABLE III 


Assets 
Investments : 
Pacific common stock 
Other investments 
Cash & Government securities 
Other Current Assets 


CPO PND: OOE: vs cbr cocccaccedsccscess 


Total Assets 
Liabilities 
2% Bank Loan Notes 
maturities ) 


6% Serial Preferred Stock ($50 Par Value) 
52% Serial Preferred Stock ($50 Par Value) 


Current Liabilities 


Reserve for Investments and Contingencies .. 


Other Reserves 
Common Stock and Surp 
Common Stock ($10 "Pa Value) 
Paid-in Surplus 
Earned Surplus 


Total Liabilities 
( ) Denotes red figures. 
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(excluding current 


Actual 


per Books Pro Forma Change 


$45,226,909 
191,608,046 
11,534,813 
1,81 ho 


$22,939,880 
191,608,046 
3,385,068 
ena | 


($22,287,029) 





$250,186,849 $219,750,075 


$19,337,425 
30,317,950 


$19,337,425 


85 _—_ 


312,994 
15,795,176 2,912,791 


(3,031,795) 
($30,436,774) 


312,994 
15,676,352 





$250,186,849 $219,750,075 
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North American carries the Pacific 
common stock on its books at an 
average cost of $31.84 per share. The 
pro forma balance sheet prepared by 
North American reflects the sale of 
the 700,000 shares of Pacific common 
stock at an assumed price to North 
American of $36 per share. On that 
basis North American would realize a 
profit of $2,912,291 on the sale, which 
is to be credited to its Earned Surplus 
Account. The premium applicable to 


the redemption of the 6 per cent pre- 
ferred stock, which aggregates $3,- 


031,795, is to be charged to the Earned 
Surplus Account. 

The following condensed corporate 
income statements of North American 
for the twelve-months’ period ending 
March 31, 1945, actual (as adjust- 
ed)*® and pro forma, show the effect 
of the proposed transactions on earn- 
ings, based on the company’s assump- 
tion, for purposes of the pro-forma 
statement, that it received $36 
per share for the Pacific common 
stock : 


TABLE IV 


Dividend Income 
On Pacific Common Stock 
On Stocks of other Companies 
Interest income 


Expenses 
Federal Income Taxes 
Other Taxes 
Total Expenses and Taxes 


Income Available for Charges 
Interest on Bank Loan Notes 


Net Income : 
Preferred Stock Dividend Requirements 


Balance Available for Common Stock 


Coverage on Interest and Preferred Dividends 


Earned per share of Common Stock 
Compliance with the Act 


Sale of Pacific Common Stock 

[1] The proposed sale of common 
stock of Pacific by North American 
must meet the requirements of § 12 
(d) of the act and Rule U-—44. The 
provisions of § 12(d) require, among 
other things, that the Commission ex- 


Adjusted 9 


Actual Pro Forma 


$1,441,010 
14,282,968 
33,421 


$15,757,399 


$987,393 
610,000 
143,149 


$1,740,542 


$14,016,857 
506,749 


$13,510,108 
2,002,172 
$11,507,936 
3.56x 5.58x 
$1.29 $1.34 
amine into such matters as the consid- 
eration to be received in the sale, 
maintenance of competitive condi- 
tions, fees and commissions, accounts, 
and disclosure of interest. Inasmuch 
as the sale is proposed to be effected in 
accordance with the provisions of 
Rule U—50, we cannot be advised with 


Change 


$2,841,010 ($1,400,000) 


14,282,968 
90,786 
$17,214,764 
$987,393 
675,000 
143,149 
$1,805,542 


$15,409,222 
506,749 


$14,902,473 
3,821,249 


$11,081,224 





























($1,392,365) 
(1,819,077) 











8 Adjusted (a) to eliminate dividend income 
on shares of Pacific common stock which 
were distributed as stock dividends on the 
common stock of North American during the 
12-month period ending March 31, 1945, (b) 


to eliminate interest charge on bank loan 
notes paid off during the same period and 
(c) to reflect the reduction in Federal In- 
come Tax resulting from the above adjust- 
ments. 
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respect to most of these matters until 
the results of the competitive bidding 
have been made a matter of record 
herein. However, we have previous- 
ly ordered North American to divest 
itself of its interest in Pacific, and to 
the extent that the proposed sale con- 
stitutes a step toward compliance with 
this order and § 11(b)(1) of the act, 
it appears generally appropriate. At 
this time we observe no basis for ad- 
verse findings and the declaration with 
respect to the sale will be permitted to 
become effective subject to a reserva- 
tion of jurisdiction over the considera- 
tion to be received, maintenance of 
competitive conditions, fees and com- 
missions, and disclosure of interest 
after the results of the bidding have 
been made a matter of record in this 
proceeding. 


Redemption of Preferred Stock by 
North American 

[2] The redemption of North 
American’s serial preferred stock, 6 
per cent series, is subject to the pro- 
visions of § 12(c) of the act and Rule 
U-42. The preferred stock to be re- 
deemed is cumulative as to dividends, 
has a par value of $50 per share, is en- 
titled to $50 per share, plus accrued 
dividends, upon voluntary or involun- 
tary liquidation of the company and 
is redeemable in whole or in part, at 
the option of the company, upon thirty 
days’ notice at $55 per share, plus ac- 
crued dividends. As_ previously 
stated North American proposes to 
redeem the stock at its redemption 
price of $55 per share. 

The record indicates that the use 
of the net proceeds from the sale of 
the common stock of Pacific and treas- 
ury funds for the redemption of the 
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preferred stock, will not impair the 
financial integrity of North American 
or its subsidiaries. 

With respect to the propriety of the 
proposed payment of the call price of 
$55 per share plus accrued dividends, 
to retire the serial preferred stock, 6 
per cent series, the record indicates 
that it is financially advantageous to 
North American under present market 
conditions to sell 700,000 shares of 
common stock of Pacific and use the 
proceeds thereof, together with other 
funds not currently needed in its busi- 
ness, to redeem its serial preferred 
stock, 6 per cent series. This is be- 
cause Pacific common stock, now sell- 
ing on a yield basis of 5.19 per cent, 
together with other assets yielding 
very little income, will be employed 
to redeem a 6 per cent stock at $55 
per share, or on a 5.45 per cent basis. 
We have seen, as set forth in Table 
IV, that a result of the transactions 
will be an increase in the earnings 
available to the common stock of 
North American on a pro forma basis. 

We conclude that the retirement of 
the serial preferred stock, 6 per cent 
series, at its redemption price of $55 
per share is appropriate in the light of 
all pertinent circumstances and ob- 
serve no basis for adverse findings un- 
der § 12(c). We are not at this 
time, of course, passing upon the fair- 
ness of North American’s pending 
plan, previously referred to, as it re- 
lates to the retirement of the remain- 
ing preferred stock. The price at 
which this remaining preferred should 
be retired will be taken up in connec- 
tion with our future consideration of 
the pending plan or any other proposal 
which may be presented, in the light 
of the circumstances as they may then 
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We note in this connection, 
that the assets of North 


exist. 
however, 


American are fully adequate to cover 
either the liquidating preference or the 
redemption price of the remaining 
series of preferred stock. 


Modification of Loan Agreement 

The proposed modification of the 
loan agreement, dated August 3, 1943, 
is subject to the requirements of §§ 6 
(a) and 7 of the act, 15 USCA §§ 79f 
(a), 79g. The exchange of the new 
bank loan notes for those presently 
outstanding comes within the provi- 
sions of § 7(c)(2)(A). The modifi- 
cation will not result in any change 
in the aggregate principal amount of 
the outstanding notes, or in the ma- 
turities, rate of interest or other char- 
acteristics thereof. We find that the 
standards of § 7 are satisfied. 


Stabilization by North American of 
Market Price of Pacific Common 
Stock 

[3] The acquisition by North 
American of common stock of Pacific 
in connection with any stabilization 
operation in the market for the stock 
is subject to the provisions of §§ 9(a) 
(1) and 10. 

In support of its request to conduct 
stabilizing operations, North Ameri- 
can urges that the knowledge on the 
part of the public and security dealers 
of the proposed sale of the 700,000 
shares of Pacific common stock may 
result in a volume of offerings which 
would unjustifiably depress the mar- 
ket of the stock and adversely affect 
the price which North American 
would receive from the prospective 
underwriting. In order to mitigate 
these possible adverse consequences 
authority is sought by North Ameri- 


can to purchase such number of shares 
as it may deem necessary or appropri- 
ate during the period from 10 a:M. of 
the day on which proposals are 
opened to the time of the opening of 
such proposals later in that day. 

We conclude that stabilization of 
the market by North American for 
the limited period from 10 a.m. to 3 
P.M. on the day bids are opened may 
be permitted, inasmuch as it may 
serve to facilitate the disposition ‘by 
North American of a large block of 
the stock previously ordered divested 
by this Commission. We therefore 
find that any acquisitions for the pur- 
pose specified have the tendency re- 
quired by § 10(c) (2) and that no ad- 
verse findings are required under that 
section. Our order to be issued here- 
in will provide, however, that any 
shares so acquired shall be subject to 
our divestment order of April 14, 
1942, 43 PUR(NS) 257, in the same 
manner as the shares of common stock 
of Pacific now held by North Ameri- 
can. Our order will also require that 
North American make available to all 
prospective bidders, at any time prior 
to the submission of bids, full details 
with respect to any stabilizing opera- 
tions which North American may 
have conducted including the time of 
purchases and the number of shares 
acquired. 


Accounting Treatment 

[4, 5] North American proposes to 
credit to its Earned Surplus account 
any excess of net proceeds over and 
above $22,287,029, the book amount 
at which it carries the 700,000 shares ° 
Pacific common stock. North Ameri- 
can has stated that because of the tax 
relief which it believes to be available 
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under §§ 371 and 1808 of the Internal 
Revenue Code, 15 USCA §§ 371, 
1808, no taxable gain on the sale of 
Pacific common stock will be realized 
and, accordingly, no reserve for taxes 
is required in connection with the 
transaction. However, Earned Sur- 
plus will be charged with $3,031,795 
representing the aggregate amount of 
redemption premium payable on the 
serial preferred stock, 6 per cent 
series. We observe no basis for re- 
quiring alteration of the proposed ac- 
counting treatment. 


Fees and Expenses 

North American estimates the fees 
and expenses to be paid in connection 
with the proposed transactions to be 
as shown below. Such expenses, in- 
cluding out-of-pocket expenses of 
Pacific arising from the proposed 
transaction, will be paid by North 
American, except that the fee of coun- 
sel for the underwriters will be paid 
by the successful bidder. 


TABLE V 
Registration fee 
Printing 
Transfer agents and registrars’ fees 
and expenses 
Accountants’ fees 
Fees of counsel for North American 
Sullivan & Cromwell, New York .. 
Chickering & Gregory, California . 
Fees of counsel for underwriters 
Cahill, Gordon, Zachry & Reindel, 
New York 
Orrick, Dahlquist, Neff, Brown & 
Herrington, California 
Miscellaneous 


Since the services of counsel for 
North American and counsel for the 
prospective bidders are not as yet 
complete, we shall reserve jurisdiction 
over the payment of all legal fees and 
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expenses. In this connection it may 
be noted that the proposed purchase 
agreement provides that any reduc. 
tion in the estimated fee to be paid to 
counsel for the underwriters shall 
inure to the benefit of North Amer. 
ican. 


The remaining fees and expenses 
enumerated above do not appear un- 
reasonable and we make no adverse 
findings with respect thereto. 


Internal Revenue Code 


[6] North American has requested 
that our order contain the recitals 
specified by Supplement R of Chap | 
and § 1808(f) of Chap II of the In- 
ternal Revenue Code, as amended, by 
reciting that the sale by North Ameri- 
can of the Pacific common stock and 
the redemption by North American of 
its serial preferred stock, 6 per cent 
series, are necessary or appropriate to 
effectuate the provisions of § 11(b) 
of the act. If this request is to be 
granted, we must find that the pro- 
posed transactions are necessary ot 
appropriate to the integration or sim- 
plification of The North American 
Company holding company system. 
The sale of the 700,000 shares oj 
Pacific common stock by North 
American and the application of the 
proceeds thereof to the redemption by 
North American of its serial pre 
ferred stock, 6 per cent series, ap- 
pears to be an appropriate step in 
carrying out our order of April 14, 
1942, supra, requiring North Ameri- 
can to divest itself of its interest in 
Pacific. The request of North 
American will be granted and our 
final order will so provide. 





RE NORTH AMERICAN CO. 


North American has requested that 
the requirement of Rule U-50 provid- 


ing for 10-day period between the in- - 


vitation of proposals for the purchases 
or underwriting of the stock proposed 
to be sold and the signing of any con- 
tract or agreement for its purchase be 
reduced to a period of six days in or- 
der to maintain its time schedule. The 
request will be granted under the par- 
ticular circumstances of this case, the 
Commission finding that a full 10-day 
period is not necessary or appropriate 
in the public interest or for the pro- 
tection of investors or consumers. 
An appropriate order will issue. 


Commissioner Healy dissenting 
from that part of the decision relat- 
ing to stabilization operations by 
North American. 


ORDER 


The North American Company, a 
registered holding company, having 
filed a declaration and an application, 


and amendments thereto, pursuant 
to §§ 6(a), 7, 9, 10, and 12 of the 
Public Utility Holding Company Act 
of 1935, 15 USCA §§ 79f(a), 79g, 
79i, 79j, 79l, regarding (a) the sale 
by The North American Company, in 
accordance with the provisions of 
Rule U-—50, of 700,000 shares of com- 
mon stock of Pacific Gas and Electric 
Company, (b) the application by 
The North American Company of 
the net proceeds of the proposed sale 
of such stock, together with other 
treasury funds, to the redemption of 
its 606,359 outstanding shares of 
serial preferred stock, 6 per cent 
series, of the par value of $50 per 
share, at the redemption price of $55 
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per share, or an aggregate price of 
$33,349,745, plus accrued dividends, 
(c) the proposed modification of its 
loan agreement, dated August 3, 1943, 
with the Chase National Bank of the 
city of New York and certain other 
banks, and (d) the purchase upon the 
New York Stock Exchange, and the 
San Francisco, Los Angeles and Phil- 
adelphia Stock Exchanges of such 
number of shares of the common.stock 
of Pacific Gas and Electric Company 
as North American may deem appro- 
priate, in order to stabilize the price 
of such shares on the day fixed by it 
for the opening of proposals; and hav- 
ing requested that the 10-day mini- 
mum period for reception of competi- 
tive bids prescribed by Rule U-50 be 
reduced to a minimum of six days; 
and 

Public hearings having been held 
after appropriate notice, the Com- 
mission having considered the record 
in this matter to date, and having 
made and filed its findings and opinion 
herein : 

It is ordered that the declaration, 
as amended, be and the same is here- 
by permitted to become effective, sub- 
ject to the conditions prescribed by 
Rule U-24 and to the further condi- 
tion that the proposed sale of the com- 
mon stock of Pacific Gas and Electric 
Company shall not be consummated 
until the results of competitive bid- 
ding, pursuant to Rule U-50, have 
been made a matter of record in this 
proceeding and a further order shall 
have been entered by the Commission 
in the light thereof, jurisdiction being 
reserved for this purpose; 

It is further ordered that the appli- 
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cation, as amended, regarding the ac- 
quisition by The North American 
Company of shares of common stock 
of Pacific Gas and Electric Company 
on the New York Stock Exchange, 
and the San Francisco, Los Angeles 
and Philadelphia Stock Exchanges, for 
the purpose of stabilizing the market 
price of such stock from 10 a.m. on 
the day on which bids are opened to 
the time of the opening of bids later 
in that day be and the same is hereby 
granted, subject to the condition that 
The North American Company shall 
make available to all prospective bid- 
ders, at any time prior to the submis- 
sion of bids, full details with respect 
to any stabilizing operations it may 
have conducted including the time of 
purchases and the number of shares 
acquired, and subject to the further 


condition that any common stock of 
Pacific Gas and Electric Company so 
acquired by The North American 
Company shall be subject to the pro- 
visions of our divestment order of 
April 14, 1942, 43 PUR(NS) 257, 
in the same manner as the common 
shares of Pacific Gas and Electric 
Company now held by The North 
American Company ; 

It is further ordered that jurisdic- 
tion be and the same is hereby re- 
served over all legal fees to be in- 
curred in connection with the pro- 
posed transactions ; and 

It is further ordered that the 10- 
day minimum period for reception of 
bids with respect to the securities pro- 
posed to be sold, prescribed by Rule 
U-50, be and same is hereby reduced 
to a minimum of six days. 





FEDERAL POWER COMMISSION 


Re The Montana Power Company 


Opinion No. 120-A, Docket No. IT-5825 
April 27, 1945 


ETITIONS for rehearing on order prescribing accounting en- 
tries under § 301(a) of Federal Power Act; rehearing de- 
nied. For original decision, see (1945) 57 PUR(NS) 193. 


Accounting, § 32 — Cost of consolidated properties — Value — Affiliates. 
1. Value cannot be accepted instead of actual cost without doing violence to 
the plain language of the Uniform System of Accounts, which is rooted 
squarely in the cost concept, and evidence of value in excess of cost of 
assets transferred to nominally distinct corporations, no matter how closely 
related, is properly excluded, p. 60. 

Accounting, § 6 — Uniform system of accounts — Federal and state control. 


2. Congress has recognized in the Federal Power Act the fact that there 
is a dual system of government, and Congress also, in conferring upon the 
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Federal Power Commission jurisdiction over the accounts of licensees and 
public utilities, provided for their uniform treatment, p. 60. 


Commissions, § 18 — Duty to make independent conclusions — Federal and state 


control. 


3. The Federal Power Commission, although operating under a dual system 
of government where both Federal and state Commissions regulate power 
company accounting, must recognize its responsibility and obligation under 
the Federal Power Act to arrive at its own independent conclusions in ac- 
cordance with its own best judgment concerning the facts of record, 


p. 63. 


Accounting, § 6 — Federal and state regulation — Uniform accounts. 
Discussion by the Federal Power Commission of the advantages and prob- 
lems involved in cooperation of Federal and state Commissions with respect 
to accounting requirements of power companies controlled by both Commis- 


sions, p. 60. 


By the Commission: On March 
29, 1945, counsel for The Montana 
Power Company and on March 28, 
1945, counsel for certain groups of 
$6 preferred stockholders, as inter- 
venors, filed petitions for rehearing in 
the above-entitled matter." These pe- 


titions and assignments of error are 
substantially similar in most important 


respects. In the main, they reiterate 
arguments of fact and of law which 
were considered fully by the Commis- 
sion when it originally acted in this 
thatter by the adoption of Opinion No. 
120 and the issuance of the accompany- 
ing order of February 13, 1945, 57 
PUR(NS) 193. As to the contention 
that we went beyond and contrary to 
the record before us, we have reéx- 
amined the record in our review of 
these allegations and find no basis 
therefor. Likewise the contention that 
we failed to give adequate considera- 
tion to the claims advanced on behalf 
of the $6 preferred stockholder groups 
will scarcely bear scrutiny in the light 


of the attention given to the position 
of the holders of this stock.* 

Aside from certain minor questions 
of procedure—which are well within 
the long-established precedents of this 
and other regulatory agencies, and 
therefore need not be enumerated and 
discussed here—the other points raised 
in the petitions center chiefly around 
our failure to reach the same conclu- 
sions as did the Public Service Com- 
mission of Montana on records made 
concurrently which were in many, but 
not all, important respects the same 
before both Commissions. Thus, it is 
asserted several times in the petitions 
that this Commission “erred in failing 
to make findings and to give its opin- 
ion substantially in accord with” the 
views of the Montana Commission as 
set forth in its opinion and report and 
order dated December 21, 1944, 56 
PUR(NS) 193, which are incorporat- 
ed in the company’s petition. In 
effect, the position of the Montana 
Commission is accepted by the peti- 





1Intervenor, American Power & Light 
Company, by letter filed March 29, 1945, ad- 
vised that it “hereby joins in and adopts for 
itself’ the petition for rehearing filed by its 


subsidiary, The Montana Power Company. 
OS es No. 120, 57 PUR(NS) at pp. 
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tions as the proper standard of ac- 
counting treatment; virtually every 
departure by this Commission from 
that standard is assigned as error. 
This presents a novel situation and, in 
turn, calls for some further explana- 
tion of both the meaning and applica- 
tion of the Uniform System of Ac- 
counts and the history of this proceed- 
ing. 

[1] Careful comparison of the opin- 
ion of the Montana Commission and 
of this Commission’s Opinion No. 120, 
supra, makes it abundantly clear that, 
despite the similarity of the language 
of the Uniform System of Accounts 
prescribed by the two Commissions, 
the respective interpretations of those 
systems and the philosophy underlying 
their application to the facts of the in- 
stant case are widely divergent. As 
explained in our original Opinion No. 
120,* our system of accounts is rooted 
squarely in the cost concept, and we 
rejected the evidence of company wit- 
nesses who espoused the view that as- 
sets should be recorded on the books of 
account at figures in excess of cost if 
such assets were transferred at high- 
er “values” to nominally distinct cor- 
porations, no matter how closely such 
corporate entities might be related, 
dominated, or controlled. Yet, ac- 
cording to its opinion, the Montana 
Commission has relied heavily upon 
the testimony of these same witnesses 
and has accepted their concept of ac- 
counting as a device for showing 
“values,” rather than a means of dis- 
closing actual cost. As we have pre- 


viously pointed out, we cannot accept 
this theory without doing violence 
to the plain language of our Uniform 
System of Accounts, to the interpreta- 
tion placed upon it in a long line of 
decisions, both by this Commission 
and by a large number of state Com- 
missions which have adopted the same 
language and interpretation, and to 
what we regard as the clear intent 
of the Congress. 

[2] We are mindful, of course, that 
ours is a dual system of government 
and that Congress has clearly rec- 
ognized this fact in the provisions of 
the Federal Power Act. We must also 
accept, however, the further fact that 
Congress, in conferring upon this 
Commission jurisdiction over the ac- 
counts of “licensees” and “public utili- 
ties.” * provided for their uniform 
treatment. While Congress provided 
that “public utilities” should not there- 
by be relieved from compliance with 
lawful state accounting requirements, 
it rejected an amendment which would 
have created substantially the situation 
for which the company now con- 
tends. 

We are aware, too, of the advan- 
tages which can flow from the effec- 
tive codperation of regulatory agen- 
cies. Our Uniform System of Ac- 
counts under which this proceeding 
arose, was developed in collaboration 
with the Committee on Statistics and 
Accounts of the National Association 
of Railroad and Utilities Commission- 
ers, of which association the Montana 
Commission is a member. That as- 





$See 57 PUR(NS) particularly pp. 201, 


4The Montana Power Company is both a 
“licensee” and a “public utility.” It has not 
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questioned the jurisdiction of the Commis- 
—_ Opinion No. 120, 57 PUR(NS) at p. 
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sociation has recommended what is 
commonly regarded as the same sys- 
tem of accounts which, as noted in our 
main opinion, has been adopted and 
prescribed, with certain. modifications 
in particular instances, by a large 
number of state Commissions. In the 
main, the interpretation and applica- 
tion of these accounting provisions by 
this Commission and the state reg- 
ulatory agencies which have adopted 
them have been coOperative and con- 
sistent. As heretofore stated, how- 
ever, the present situation is in some 
respects unusual. And, since in effect 
we are asked to adopt the conclusions 
of the Montana Commission in lieu 
of our own analysis of the record, a 
brief statement of the history of this 
matter, based on the official records 
of the Commission, may serve to indi- 
cate the reasons for our rejection of 
this contention. 

The company filed its purported re- 
classification and original cost studies, 
pursuant to our general orders and 
regulations, on August 1, 1940. Sub- 
sequently our staff made a field ex- 
amination which disclosed that the 
company’s studies were unsatisfactory 
in certain important respects. On 
August 29, 1941, the Montana Com- 
mission was invited to participate in 
this field study on a codperative basis, 
but on September 4, 1941, advised 
that, due to lack of appropriations and 
staff, it would be unable to do so. 
During this period, the system of ac- 
counts for electric utilities used by the 
Montana Commission was that which 
it had prescribed effective January 1, 
1913. But, following completion of 
our staff’s field investigation, the Mon- 


tana Commission, by order of Decem- 
ber 17, 1942, prescribed, effective 
January 1, 1943, the NARUC Uni- 
form System of Accounts for Electric 
Utilities which, as has been stated, 
is generally similar to that prescribed 
by this Commission for “licensees” 
and “public utilities.” This order con- 
tained the following specific reserva- 
tion : 

“(4) That the effectiveness of this 
new system of accounts depends to a 
certain extent on interpretations, and 
this Commission reserves the right to 
interpret this System as it deems 
proper and does not by this Order 
either approve or disapprove of any 
interpretation placed on the accounts 
hereby prescribed by the National 
Association of Railroad and Utilities . 
Commissioners, by the Federal Pow- 
er Commission or by any state Com- 
TS ad 

On February 5, 1943, the report of 
our staff on its field examination was 
transmitted to the company with a re- 
quest that certain accounting read- 
justments and dispositions be made, 
that plans for certain other dispositions 
be submitted, and that certain addi- 
tional studies be prepared as recom- 
mended therein. Copies of this staff 
report were furnished to the Montana 
Commission February 13, 1943. The 
company submitted its response and 
revised studies to this Commission 
on June 9, 1943, and on December 
28, 1943, the Commission entered 
its show-cause order covering the 
amounts in controversy and setting the 
matter for hearing in Washington on 
January 31, 1944. Pursuant to the 
codperative agreement between this 
Commission and the National Associa- 
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tion of Railroad and Utilities Com- 
missioners, as embodied in our Rules 
of Practice and Regulations, the or- 
der provided for the participation of 
the Montana Commission in these 
hearings if desired. 

Under date of January 4, 1944, the 
Montana Commission expressed the 
view that a hearing before it should be 
held prior to any hearing before this 
Commission and advised that it was 
setting such a hearing for January 
20, 1944, the date subsequently being 
postponed to February 28, 1944. By 
a petition filed January 10, 1944, the 
company asked for a transfer of this 
Commission’s hearing to the state of 
Montana and a continuance thereof to 
March 20, 1944, or later. After con- 
ferences with representatives of the 
Montana Commission, this Commis- 


sion, by its orders of January 18 and 


February 16, 1944, postponed its 
hearing and provided for concurrent 
hearings to be held with the Montana 
Commission in Butte beginning March 
13, 1944. The Montana Commission 
simultaneously issued a similar order. 

The orders providing for such hear- 
ings contained special provisions, in- 
serted to meet the wishes of the 
Montana Commission, specifically rec- 
ognizing the necessity for each Com- 
mission to control its own record and 
to include or exclude such evidence 
as it might deem appropriate. They 
also provided that an opportunity for 
conference would be afforded before 
the entry of an order by either Com- 
mission. Thus it was anticipated 
that rulings as to the admissibility of 
evidence might differ and that, while 
the two Commissions would confer 
before adopting orders, each would 
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of course have to exercise its own inde- 
pendent judgment in interpreting and 
applying the Uniform System of Ac- 
counts to the facts of record. In the 
light of these specific provisions which 
were, as stated above, incorporated in 
the orders to meet the views of the 
Montana Commission, it is particularly 
difficult to understand the references 
in that Commission’s opinion, which 
is now so heavily relied upon by the 
company in its assignments of error, 
to the inclusion and exclusion by our 
trial examiner of evidence which was 
excluded or included by the Montana 
Commission in the concurrent hearing 
held pursuant to those orders. Fur- 
thermore, although the petitions assert 
that the Montana Commission reached 
its conclusions on “the same identical 
evidence” as that before this Commis- 
sion, this claim is evidently based on 
the statement made in the opinion of 
the Montana Commission that it 
reached its “conclusions based upon 
the evidence admitted by the examiner 
for the Federal Power Commission, 
and there is no instance in which we 
have reached our conclusions based 
upon evidence admitted by our Com- 
mission but rejected by the examiner 
for the Federal Power Commission.” * 
From examination of the Montana 
Commission’s opinion, however, it 
would appear that it considered evi- 
dence concerning the valuation of hy- 
droelectric sites which was not ad- 
mitted in our proceeding. 

During the hearings—which were 
held in Butte to meet the convenience 
of the Montana Commission and the 
company and extended from March 





5 Opinion of the Montana Commission in 
Docket No. 3421, 56 PUR(NS) 193, 199. 
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27 to May 12, 1944, thus making it 
impracticable for the entire member- 
ship of this Commission to be in at- 
tendance throughout the proceeding— 
no testimony was introduced by rep- 
esentatives of the Montana Commis- 
sion. All the evidence in the case, 
therefore, was presented either by those 
supporting the position of the company 
or by members of our staff. 

After the filing of briefs and by 
agreement between the two Commis- 
sions, the matter was argued before 
the two Commissions sitting together 
in Washington on November 29, 1944. 
Counsel for the Montana Commission 
neither filed briefs nor participated in 
the oral argument. 

Following the argument, the two 
Commissions met in extended con- 
ference in Washington on December 
1, 1944, to interchange and discuss 
views regarding the matters at issue. 
It developed, however, that the two 
Commissions approached the problem 
from fundamentally different points of 
view, the Montana Commission adher- 
ing to a value concept of accounting 
and this Commission to a cost concept. 
Therefore it became apparent that it 
would be impossible for differences to 
be reconciled and similar conclusions 
to be reached. On December 2nd, the 
Montana Commission advised that 
further conference was not “desired. 
It was understood that each Commis- 
sion would thereupon proceed to its 
own decision on its own record in- 
dependently and without further con- 
sultation. On December 21, 1944, 56 
PUR(NS) 193, the Montana Com- 
mission entered its opinion and report 
and order in the case before it; on 
February 13, 1945, 57 PUR(NS) 


193, this Commission entered its opin- 
ion and order in this proceeding. 


We have deemed it necessary and 
appropriate to supply these factual de- 
tails concerning the history and de- 
velopment of this case in order to 
show the earnest effort which this 
Commission has made to codperate 
with the Montana Commission 
throughout the entire proceeding and 
to indicate that due consideration has 
been given by us to the views and 
conclusions of the Montana Commis- 
sion regarding the problems involved 
and the evidence presented, despite the 
pleadings made in the petitions for 
rehearing now before us. 

We take note also of the rather 
unusual language appearing at certain 
places in the opinion of the Montana 
Commission, and particularly the fol- 
lowing: 

“We have no hesitancy in finding 
an arm’s length purchase. We believe 
any contrary finding would be specula- 
tive and contrary to the evidence, and 
unsupportable as an administrative 
finding. We believe our conclusion on 
this point will stand any test; we be- 
lieve no reasonable man could come 
to any other possible conclusion.” ® 

[3] It is difficult to see what pur- 
pose is to be served by an expression 
such as this. In any event, as our 
opinion and order show, we have come 
to a different conclusion regarding the 
very important transaction referred 
to. While it may be regretted it was 
impossible for the two Commissions to 
reach identical determinations in the 
matters before them, we do not deem 
this a sufficient reason for either to 
question the competence or to impugn 


656 PUR(NS) at p. 226; italics supplied. 
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the motives of the other. We must, 
however, recognize our responsibility 
and obligation under the statute to 
arrive at our own independent conclu- 
sions in accordance with our own best 
judgment concerning the facts of rec- 
ord. 

Upon careful consideration of the 
record in this proceeding, our original 
Opinion No. 120, 57 PUR(NS) 193, 
the petitions for rehearing and assign- 
ments of error, and the opinion of the 
Montana Commission incorporated 
therein, we conclude that good cause 
for granting the petitions has not been 
shown and that they should, there- 
fore, be denied. Our order will issue 
accordingly. 


ORDER 


Upon consideration of the petition 
for rehearing filed on March 29, 1945, 


by The Montana Power Company, 
which was joined in and adopted for it- 
self by Intervenor American Power & 
Light Company, and the petition filed 
on March 28, 1945, by the $6 pre- 


ferred stockholder intervenors, and 
upon further consideration of all pre- 
vious orders in this proceeding, the 
evidence adduced of record, the briefs 
and other documents filed, the Opinion 
No. 120 and the order of February 13, 
1945, 57 PUR(NS) 193, and having 


on this date made and entered its opin- 
ion (Opinion No. 120-A printed here- 
with) on said petitions, which is in- 
corporated by reference as a part here- 
of ; 

The Commission finds that: The 
assignments of error do not raise any 
questions of fact or of law which have 
not been previously considered by the 
Commission or warrant abrogation or 
modification of Opinion No. 120 and 
the order of February 13, 1945, supra, 
in any respect ; 

The Commission orders that: The 
applications for rehearing of The Mon- 
tana Power Company, as joined in by 
American Power & Light Company, 
and of the $6 preferred stockholders 
be and they are hereby denied, pro- 
vided, however, that consideration of 
The Montana Power Company’s peti- 
tion on behalf of American Power & 
Light Company and consideration of 
the petition of the $6 preferred stock- 
holders and the Commission’s action 
thereon shall not be construed as rec- 
ognition by the Commission that the 
interests of American Power & Light 
Company and the $6 preferred stock- 
holders are such that they may be “ag- 
grieved by the order issued by the 
Commission” within the meaning of 
§ 313 of the Federal Power Act, 16 
USCA § 825I. 
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Packed between the covers of the new Kuhlman Catalog No. 457 are detailed descriptions of the design and con- 
struction advantages that have made Kuhiman Distribution Transformers the choice of an ever-increasing number 
of engineers. This catalog gives you the complete picture—verbally and pictorially—of the exclusive Kuhlman Bent 
Iron core construction which increases the transformer’s usefulness and operating economy. Insulation, cores and 
core frames, taps, terminal boards and tap changers, and tanks and tank finishes are treated at length to give 
you at your finger-tips the information you seek when you consider the purchase of distribution transformers. Write 
for your free copy of this useful catalog today. 


KUHLMAN ELECTRIC COMPANY e BAY CITY, MICHIGAN 
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Industrial Progress 


Selected information about products, supplies, and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


ODT Approves “Products Of 
Tomorrow Exposition” 


MERICA’S first annual “Products of To- 
A morrow Exposition” has been approved 
by Washington for an opening early in 1946. 
ODT is expected shortly to assign a date 
for the opening of this great international ex- 
position that will be some time between Jan- 
uary first and March first, 1946. 

Exhibitors will have few restrictions on the 
design of their displays. They will be encour- 
aged to go the limit in originality and effec- 
tiveness. Many of the exhibitors’ displays are 
expected to set the style for many years to 
come because they will be encouraged to make 
effective use of approaches through all of the 
five senses (the five windows to the mind), 
sight, sound, touch, taste, and odor, in driving 
home to the individual the merits of their 
products, 

The “Products of Tomorrow Exposition” 
will comprise two main divisions, consumer 
and industrial products, with the addition of 
others as the demand requires. Plans are 
complete for the use of 1,000,000 square feet 
to accommodate every one with a product to 
introduce, ‘ 

The “Products of Tomorrow Exposition” 
will be an annual event to provide a spring- 
board for the introduction of new products 
and new designs by all industry. The idea of 
a permanent exhibit was discarded long ago 
because of its similarity to a museum (no 
enthusiasm ), 

The “Products of Tomorrow Exposition” 
on a permanent and continuing basis will make 
it possible for many new industries to “design 
for obsolescence” as the automobile industry 
has so successfully done for the past twenty 
years, 


A-C Directory of Products and 
Engineering Literature Ready 


12 Allis-Chalmers Manufacturing Com- 
pany announces a comprehensive direc- 
tory of products and engineering literature 
describing the lines of equipment it fur- 
nishes to nearly every industry. Major por- 
tion of the directory is devoted to a listing of 
more than 1,600 product types. New products 
added since the previous directory, such as in- 
duction and dielectric heating equipment, are 
indicated by a star for easy identification. 

_ Engineering literature is arranged accord- 
ing to product discussed with new bulletins 
also starred. The bulletins offered in this sec- 
tion of the directory are written by engineers 


Mention the Brauer i identifies your inquiry 


who are outstanding authorities in their re- 
spective fields. In most cases the literature 
contains operating data, charts, formulas, 
and technical information of value to the man 
who specifies and buys equipment. 

A business reply card is included for use 
as a bulletin order blank, and the location of 
domestic and foreign sales offices is also 
given. 

Copies of the directory of products and en- 
gineering literature are available by request 
from Allis-Chalmers Manufacturing Com- 
pany, 565, Milwaukee 1, Wisconsin. 


Canadian “CP” Manufacturers 
Plan Promotional Activities 


be assist Canadian gas utilities and dealers 
in selling higher grade gas ranges in vol- 
ume after the war, Canadian “CP” manufac- 
tiirers laid plans for aggressive promotional 
activities at the Canadian Gas Association an- 
nual convention at Murray bay, Canada, June 
19th to 22nd. 

Plans for closer utility and dealer codpera- 
tion high lighted the 3-day conference. 

Chief speaker was Carl: Sorby, vice presi- 
dent of Geo. D. Roper Corporation, who sum- 
marized the need of higher quality gas ranges 
to provide consumers with the maximum in 
cooking results, and pointed out that “instead 
of worrying about competition and postwar 
products, let’s sell our customer on the su- 
perior advantages we already have.” ; 

Other speakers from the United States in- 
cluded Jessie McQueen, home service direc- 
tor, American Gas Association; H. Vinton 
Potter, New Freedom Gas Kitchen promo- 
tional director; John W. West, assistant 
managing director of AGA; H. Leigh White- 
law, managing director, AGAEM; and James 

. Gorton, “CP” promotional director of 
AGAEM, 


Locke Insulator Appointment 


C B. Nairn, secretary-treasurer of Locke 
4e Insulator Corporation, has been ap- 
pointed assistant to the president of the cor- 


“MASTER*LIGHTS" 
© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
® Hospital Emergency Lights. 
CARPENTER MFG. CO. 


197, Sidney St.. Cambridge, M 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 


quickly— 
in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts, 





L-M Elbows, with compression units 
iving a dependable grip on both con- 
uctors. Also Straight Connectors and 
Tees with same. con- 
tact units, 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 





Clamp Type Straight Connectors 


and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 







Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 
Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 


a Ga 
Ss — | seamless 
boa ae. Fos pd Mone Och poor a om 
copper; close dimensions. 
Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 
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poration, handling special assignments, effec. 
tive July 1, 1945, according to an announce- 
ment by R. G. Bellezza, president. 
Succeeding Mr. Nairn as secretary-treas- 
urer of the Locke Insulator Corporation js 
Walter R. Grant_formerly with the traveling 
auditor staff of General Electric Company, 


American Optical Offers 
New Safety Glove 


A NEW safety glove made from high-grade 
<\ chrome-tanned cowhide is announced by 
the American Optical Company, Southbridge, 
Massachusetts. Ideal for welding, the new 
glove can also be worn for hand protection 
in other heavy-duty operations. 

Principal feature of the new glove is its 
one-piece back construction. Because of this 
construction there are no seams on the back 
of the glove to catch sparks or molten metal, 

The Gunn style of manufacture reduces the 
number of seams to an absolute minimum. To 
give added strength and protection, all vul- 
nerable seams are welted. 


B. F. Ilsley Named Manager of 
G-E Wire and Cable Division 


F. Instey has been appointed manager 
e of General Electric’s wire and cable di- 
vision, central station divisions, it was an- 
nounced by W. V. O’Brien, manager of the 
company’s central station divisions. 
Following his appointment, Mr. Ilsley an- 
nounced that the wire and cable organization 
would be divided into two sections, the cable 
section in Schenectady and the magnet wire 
section in Fort Wayne. Sales managers of the 
two newly created sections are J. S. Over- 
street, cable, and J. J. Curtin, magnet wire. 
Both men were assistant managers of sales 
for the wire and cable division before the or- 
ganization changes became effective. 


Three Vice Presidents Elected 
by Westinghouse 


ag ermyen by the board of directors of three 
vice presidents to head the treasury, law, 
and patent departments, and lamp manufac- 
turing and lighting equipment divisions of the 
Westinghouse Electric Corporation, has been 
announced by A. W. Robertson, chairman. 

They are L. H. Lund, who has been treas- 
urer since 1941; William E. Miller, who had 

general attorney in charge of the law 
and patent department since 1944; and Ralph 
C. Stuart, in charge of the lamp and lighting 
divisions, 

Mr. Lund and Mr. Miller have their offices 
in Pittsburgh, Pennsylvania. Mr. Stuart will 
administer the four plants of the lamp divi- 
sion at Bloomfield, Belleville, and Trenton, 
New Jersey, and Fairmont, West Virginia, 
and the lighting division’s Cleveland, Ohio, 

lant from the lamp division headquarters at 

loomfield. 
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Oun Armed Forces ane e using ‘higilty trisha equipa : 
To this in war construction work... furnishing com 
A air for power tools .. . electricity for emergency welding 

jobs in the field and area lighting for ‘ ‘around-the- clock’ ; 


of | Operations. — 

, _ You can do the same to get jobs dome faster...save man- | 
oi < power, engines, space, maintenance and original cost. One | 
ra aa of three Davey Auto-Air combinations... the compressor, ' 
ai the compressor-welder, or the compressor-welder-lighting | 
tion generator ...all engineered to work with the Davey [| 
ne | Heavy-Duty Truck Power Take-Off—can be mounted on 


your truck locally or at the facgory. 


| FOR THE L-O-N- G JOB a e 
USE THE DAVEY 
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d 
AIR-ARISTOCRAT 
hree Davey portable compressors offer 
law, uninterrupted service at lower ulti- 
fac- mate cost for the jobs that require 
the || air for days or weeks. Davey Air 
deen Aristocrats are buile for any type 
is construction ‘-b, and for maximum 
had efficiency in any climate. 
law 0-145-7 8 
alph 
ting 
vil D yAN Y om 4 - 
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The Pace of Victory 
Permits Only A 
Congratulatory Handshake! 


American Industry merits a decoration for its fine 
record in the Mighty 7th! But, as our newly decorated Pacific 
heroes return to combat, so industrial leaders are back into Bond 
action—consolidating Payroll Savings Plan gains! 

Many are working to keep all new subscribers to the 
Payroll Savings Plan. By selective resolicitation each 
is being urged to maintain his Bond buying allotment. 
Many are also using selective resolicitation to urge 
all workers who increased their subscriptions to con- 


tinue on this farsighted basis. 


Help to curb inflationary pressures and harvest peacetime pros- 
perity by holding your Payroll Savings Plan to the mark set in 
the Mighty 7th! 


The Treasury Department acknowledges with appreciation the publication of this message by 


PUBLIC UTILITIES FORTNIGHTLY 


This is an official U.S. Treasury advertisement prepared under the auspices of 
the Treasury Department and War Advertising Council 
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MACHINES YOU EVER 
SAW OR USED 


LEVELANDS . . . Modern, dependable, rugged and fast — represent 
the highest development in the full-crawler, wheel type trencher, 
pioneered by “Cleveland” more than twenty years ago. 
A wide range and combination of digging and travel speeds, ample power 
for the toughest going in all kinds of soil and terrain, ease of handling, low 
fuel and operating costs and minimum times out for repairs, are some of 
the many practical advantages characteristic of Clevelands that assure you 
most completed trench at least cost on all your trenching jobs. 


THE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVE. ¢ CLEVELAND 17, OHIO 
“CLEVELANDS” Save More... Because They Do More 
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Costs Cut 607 
Space ‘OTT V3 


THE NEW PLAN— 
All standard, 


ctory- a: fe 
metal-clad switch- 
gear (Type MI-6, | 
ith magne-blast ~ 
olr circuit breakers). ~~ 


ANS a A SS 
\S 


~ 


NW VAS 


yy a 


THE OUTMODED 
comprising a special 
sign of 3-phase, 12 


arrangement of 4 kv 
paratus in single-p 
he Sand each 


Seale 


Be switchgear and a sped 





er a ree 0 
single- e ecker, o 
; isconnects. 





associated d 


Recently, the engineering department 
of a large utility company re-examined 
a plan which it had on file for rebuilding 
one of its substations. In the light of 
‘today’s conditions, a new plan was 
drawn up, breaking with many previ- 
ously established practices. 

Simplification was the keynote of the 
change of plan: A single sectionalized 
4-kv bus was substituted for the double 
bus of the original plan. Bus-section 
voltage regulation was adopted instead 
of individual feeder regulation. Three- 
pole breakers replaced single-pole break- 
ers in individual phase cubicles, in view 
of the high percentage of three-phase 
load. And, in place of specially designed 
apparatus, standard, factory-assembled 
metal-clad switchgear was specified. 


Altogether, the new, simplified plan 
is estimated to cost but 40 per cent as 
much as the original. A major factor in 
bringing about this cost reduction was 
the choice of G.E.’s repetitively manv- 
factured switchgear. ; 

Quantity production of standardized 
equipment means a better product for 
you at lower prices. May we assist you 
in projecting more standard apparatus 
into your present and future plans? 
General Electric Company, Schenectady 5, 
New York. 


Buy all the BONDS you can—and keep all you buy 


GENERAL @ ELECTRIC 
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Fe ALL-STEEL DURABILITY 
(7A SAVINGS in SPACE 
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Now Off the Press 


UTILITY AND 
TRANSPORTATION 
REGULATION 
IN WARTIME 


A Volume Containing the Entire Proceedings of the 1944 War 
Conference of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on the following timely 


and important subjects: 


Depreciation Problems (1944 report of Committee on Depreciation) 
Air Commerce Legislation—Excess Profits Taxes—Telephone Regu- 
latory Problems—Electric and gas problems in the transition from 
war to peace economy—Disposition of Excess Earnings— 
Deferred Maintenance—State regulation of Interstate 
Commerce Not Subjected to Federal Regulation— 
Separation of Judicial and Administrative 
Functions of Regulatory Commissions— 
Accounting and Valuation—These 
and Others $6.00 

COMMITTEE REPORTS SEPARATELY.PRINTED AND OTHER 1944 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
1944 Depreciation report (Supplement to 1943 report) ............-cceecececcecess $1.50 
SGD RP COGNE MEET BOGIES coc ct cctide be ccdacseSeicnécccbicdesedbussane 4.00 
I SGD ROE ONE ok cans Sent cre vcacodescuswaess sedeueccgeensse ot bnneken da ; 
BUS COPIES COGEE oii vied d cccivgecccecasvdccceseseccvesicededsccdoets 75 | 
Legislation (containing 12 resolutions adopted by the Conference) .............+005 1.00 | 
Electric and Gas Company regulatory problems, Address of R. W. Peterson 

of Wisconsin ‘ 
SE BEE IND db bch Cana biden 0d 6 6 6n.44b040 vedo OUEeaeee ss cb eKeETNRES 1: 
Disposition of Excess Earnings, address of Gilbert Shileon of Michigan ..........- i 
Deferred Maintenance, address of Harry M. Miller of Ohio ‘ 
State regulation of interstate commerce, address of John E. Benton ........-..... i 





75 

Interpretations of Uniform Systems of Accounts for Electric Utilities 1.25 

Interpretations of Uniform System of Accounts for Gas Utilities ................++ 1.50 

Interpretations of Uniform System of Accounts for Water Utilities ............... 1.50 
(Where remittance accompanies order we pay forwarding charges) 











NATIONAL ASSOCIATION OF RAILROAD 


AND UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BUILDING WASHINGTON, D.C. | 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 

















Tae American Appraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
E N GINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








APPRAISALS 


DESIGN Fi ord, Bacon & Davis, SI. RATE CASES 
Engineers 


CONSTRUCTION 


VALUATIONS AND REPORTS 
PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


SPECIALISTS 


Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906) p.-nssing and Expediting, 
: : ‘ Rates, Research, Reports, 


Designs and Construction, Serving Utilities and Industrials 
Personnel Relations, 


Operating Betterments, 
Reading, Pa. Original Cost Accounting, 


Inspections and Surveys, 
Feed Water Treatment. Washington New York Accident Prevention, 

















(Professional Directory Continued on Next Page) 
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FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 


Knoxville San Francisco Houston 








Engineers WILLIAM 8S. LEFFLER Economists 
SPECIALIZING IN 
COST ANALYSIS—Unit Cost Determinations 
RATE RESEARCH — OPERATING REPORTS 


on 
ELECTRIC — WATER — GAS 
Utility Operations 
Noroten, Connecticut 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN ' OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 


Chicago Sea Francisco 











Sargent & Lundy 


ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 
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STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON «© NEWYORK ¢ CHICAGO + HOUSTON « PITTSBURGH 
SAN FRANCISCO 


LOS ANGELES 








The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 


Consulting Engineers 


Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators & Power Plants 
Industrial Buildings 
City Planning Reports 
Laboratory 


1520 Locust Street 


Valuations 


Philadelphia 2 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 





JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re 
ports, design and supervision of con- 
ttruction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., Cricaco 








EARL L. CARTER 
Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO. 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELgEctric Co. 
Contractors 


TRANSMISSION LiNnES—UNDERGROUND DistRi- 
BUTION — Power STaTION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SourH Dearporn St. CHiIcaco 














W. C. GILMAN & COMPANY 
ENGINEERS 


and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 








Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 
ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington 4, D. C. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Thetw products and ‘services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
Albright & Friel, Inc., Engineers .. 
American Appraisal Company, The 


Babcock & Wilcox Company, The 

*Baldwin Locomotive Works, The 
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Barker & Wheeler, Engineers 
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Carpenter Manufacturing C pany 
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There is a way to cut paper 
work costs in your company -- a proved 
way, which has enabled scores of utility companies through- 
out the country to decrease expenses. It is the Vari-Typer way 
of producing paper work, which looks like printing, yet costs 
far less. Vari-Typer savings average 50% -- it usually pays 
for itself in less than a year, sometimes on a single job. 
Your office typist operates the Vari-Typer Composing Machine 
with its more than 600 different styles and sizes of changeable 
types. She makes a master copy of the form - using bold types 
for headings, light line types for text copy, smaller types 
for columnar matter. This master copy is then reproduced on 
your own duplicating or offset printing equipment. Result is 
work which looks like type-set printing, but at far lower 
cost. In this way, Vari-Typer saves supplies - paper, metal 
or paper plates, ink, stencils, etc. 


Free Booklet As a start toward cutting paper work costs in 
your company, send for your copy of a new, 16-page, interesting and 
informative booklet - Vari-Typer - A New Tool For Business. 

It will give you a clear conception of 

Vari - Typer’s money - saving 

possibilities. 


me new booklet - Vari-Typer A 
Tool For Business. 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water -af 
regular intervals. Most local. water 
is safe. Ask us if yours is safe. 


Keep the fop of the battery ‘and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but. avoid excessive over-charge. 
A storage battery will lest longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of’ your ‘battery's life 
history. Compare readings. 


If you wish more detailed information, or 

have a special battery maintenance ptob- 
lem, don't hesitate to write to Exide, 
We want you’ to get the long-life built 


into rae e god Exide Battery. Ask for bookie . 


Exide — 


CHLORIDE 
BATTERIES 


Dad 
a 





... iS a Vital princi 
of utility operation 


icectrtiinn of materials is no new s 
to the men who operate public utilifie 
With thrift. and efficiency they have 
planned for conservation. 


They've squeezed the last ounce Be 


out of .materials and equipment 
cate . |. and today, that need is intc 


One helpful principle to follow is chat 
“Buy to Last—Save to Win.” Buy quali 
products and equipment, then care for it! 
avoid needless replacement, ‘That consen 
raw matetials, labor, and space in f. tories 
It frees these productive elements fo: ¢ 


tial war production. 


THE ELECTRIC STORAGE BATTERY © 
Philadelphia a 
Exide Batteries of Canada, Limited, Toro:.:0 
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